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On behalf of Eurocastle Investment Limited (the "Company"), we hereby

submit, pursuant to Rule 12g3- 2(b) 'of the Securities Exchange Act of 1934 (the
"Exchange Act"), the following documentatlon which the Company has made
public pursuant to Guernsey law, filed with a stock exchange (and which was

made public by that stock exchange) or distributed to its securities holders:
|

Preliminary Results for tllle Quarter & Year Ended 31 December 2005.
Annual Report 2005.
Interim Results for the Three Months Ended 31 March 2006.
Prospectus of Eurocastle lInvestment Limited, Offer of 11,667,000
Ordinary Shares, dated 30 January 2006.
"Exercise of Over- Allotment Option for Eurocastle Investment
Limited", release dated liFebruary 2006.
"Completion of Dresdner\ Acquisition", release dated 15 February
2006.
"Eurocastle to Announce[ Fourth Quarter and 2005 Year End Earnings
on March 15 2006", release dated 13 March 2006.

.| .
"Fortress Expands Senior Investment Team in Germany"
dated 16 March 2006.
"Eurocastle to Announce! First Quarter 2006 Earnings on 24 May
2006", release dated 15 May 2006.
"Eurocastle Announces a Divided of €0.30 Per Share for the First
Quarter 2006", release ddted 17 May 2006.
Eurocastle Investment Limited — Notice of Annual General Meeting.

, release
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o Form of Proxy for use at/the Annual General Meeting to be held on
Wednesday, 31 May 2006.

o Eurocastle European Property Conference presentation, dated June
2006.

o Eurocastle Investment Limited — Results of 2006 Annual General
Meeting, dated 26 June 2006

s Eurocastle Property Portfoho Overview, dated 27 July 2006.
e FEurocastle Investor Day presentauon dated 27 July 2006.

¢ "Eurocastle to Announce Second Quarter 2006 Earnings on 23 August
2006", release dated 14 Z[Axugust 2006.

Please do not hesitate to cofntact me (collect) at 212 479 5295 or James
McDonald or Calvin Christopher off Skadden, Arps, Slate, Meagher & Flom (UK)
LLP at +44 20 7519 7000 should you have any questions or require further
information. Finally, [ would greatly appreciate your acknowledging receipt of
this letter and the enclosure by stamping the enclosed copy of this letter and
returning it to me in the enclosed sehf—addressed, stamped envelope.

Very truly yours,

Tk /Qz

Nadean Fx
Enc.




CUCHPUAATE
Contact:
International Administration (Guernsey) Limited
Company Administrator

Attn: Mark Woodall
Tel: +44 1481 723450

Eurocastle to Announce Second Quarter Earnings on 23 August 2006

Guernsey. 14 August 2006 — Eurocastle Investment Limited (Euronext Amsterdam: ECT) today
announces that it will release the Company’ s financial results for the second quarter ended 30 June
2006 on Wednesday, August 23, 2006 beforé the market opens. In addition, management will host
an earnings conference call at 3:00 P.M. London time (10:00 A.M. New York time) later that day.
All interested parties are welcome to participate on the live call. You can access the conference call
by dialing +1-866-323-3742 (from within the U.S.) or +1-706-643-0550 (from outside of the U.S.)
ten minutes prior to the scheduled start of the call; please reference “Eurocastle Second Quarter
Earnings Call.”

A webcast of the conference call will be available to the public on a listen-only basis at
www.eurocastleinv.com. Please allow extra time prior to the call to visit the site and download the
necessary software required to listen to the internet broadcast. A replay of the webcast will be
available for three months following the call

For those who are not available to listen to the live call, a replay will be available until 11:59 P.M.
New York time on Wednesday, August 30, 2006 by dialing +1-800-642-1687 (from within the U.S.)
or +1-706-645-9291 (from outside of the U. S. ); please reference access code “4508124.”

About Eurocastle
Eurocastle Investment Limited is a closed-ended investment company which invests primarily in
German commercial real estate assets and real estate related debt. The Company is Euro
denominated and is listed on Euronext Amsterdam under the symbol “ECT.” Eurocastle is managed
by Fortress Investment Group, a global alte native investment and asset management firm with over
$23 billion in equity capital currently ll—Lnnder management. For more information regarding
Eurocastle Investment Limited and to be added to our email distribution list, please visit
www.eurocastleinv.com.
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EUROCASTLE INVESTMENTS LIMITED AND SUBSIDIARIES
INTERIM RESULTS FOR THE THREE MONTHS ENDED 31 MARCH 2006 R R T

Eurocastle Investment Limited is a closed-ended investment company which invests primarily in German. cominercial real ,
estate assets. The Company is Euro denominated and }s listed on Euronext Amsterdam under. the symbol “ECT:
Eurocastle’s objective is to pay out stable and growing dividends and to deliver attractive rlsk-ad_]usted returns. Elirocastle -
is managed by Fortress Investment Group LLC. For more information regarding Eurocastle and to be added to*cur email .
distribution list, please visit www.eurocastleinv.com.

First Quarter Highlights

o Increased real estate investment portfolio to €2.8 b’illion
o Completed the acquisition of a €2 billion German property portfolio from Dresdner Bank in February 2006,
via the acquisition of Dresdner Grund-Fonds
o Continued acquisition program, completing 21 new retail property acquisitions for a purchase price of €54.7
million, and a yield of approximately 7.1%
e Committed to purchase or entered into exclusive negotiations to purchase an additional €250 million of real estate
assets at an approximate average 6.75% yield
o Raised net proceeds of €524 million of new equity|capital, helping to more than triple equity book value from
year end 2005 to €928.7 million, or an increase of 65% to €20.37 on a per share basis
e Increase in net asset value includes revaluation gains of €77.9 million, based on an independent valuation of the
Dresdner Bank portfolio, which are included in operating income for the quarter
e Continued lease-up of Deutsche Bank portfolio to current occupancy rate of approximately 77% at quarter end, up
from 74.6% at 2005 year end

Key Perforlfnance Indicators

e Net profit after tax of €92.9million for the first quatrter 2006, increased from €6.5million for the first quarter 2005

o Earnings per ordinary share of €2.47, or €2.37 per [diluted share, for the first quarter 2006 compared to €0.35 per
share, or €0.34 per diluted share, for the first quarter 2005

¢ Funds from operations (“FFO”, see Key Financial Information) increased by 44% to €13.9 million for the first
quarter 2006 from €9.6 million for the fourth quarter 2005

e FFO of €0.35 per weighted average diluted share (139.2 million shares), or €0.30 per ordinary share outstanding at

quarter end (45.6 million shares)
FFO return on average invested capital was 8.9%
e Dividends declared for the period was 30 cents per share on 45.6 million shares outstanding
e Number of shares outstanding increased by 21.4 million shares to 45.6 million shares in the first quarter 2006

Earnings for the first quarter 2006 are higher than management’s expectations at the time of the Dresdner Bank acquisition. As
expected, the earnings do not reflect a full quarter run rate as t/"ze Dresdner portfolio acquisition was completed in mid-February and
therefore, only contributed six weeks of income to Eurocastle’s first quarter financials, but are applied to the increased number of
shares of 45.6 million. The inclusion of a full quarter of earnings from the Dresdner Bank portfolio would have increased first quarter

FFO to approximately 40 cents per outstanding share.

Conference Call

Management will conduct a conference call today, 24 May 2006 to review the Company's financial results for the first
quarter ended 31 March 2006. The conference call is scheduled for 4 P.M. London time (11 A.M. New York time). All

interested parties are welcome to participate on the live cziill You can access the conference call by dialing +1-866-323-
3742 (from within the U.S.) or +1-706-643-0550 (from outside of the U.S.) ten minutes prior to the scheduled start of the

call; please reference “Eurocastle First Quarter Earnings Call.”

|

A webcast of the conference call will be available to the ]?ublic on a listen-only basis at www.eurocastleinv.com. Please
allow extra time prior to the call to visit the site and download the necessary software required to listen to the internet

broadcast. A replay of the webcast will be available for three months following the call.

For those who are not available to listen to the live call, [a replay will be available until 11:59 P.M. New York time on
Wednesday, 31 May 2006 by dialing +1-800-642-1687 (from within the U.S.) or +1-706-645-9291 (from outside of the
U.S.); please reference access code “9019196.”
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Key Financial Information

FUNDS FROM OPERATIONS (“FFO”)

Unaudited Unaudited
Three Months Ended Year Ended Three Months Ended
( in €000, except per share data) 31 March 2006 31 December 2005 31 March 2005
Reconciliation of FFO to net profit after taxation
Net profit after taxation 92,902 39,658 6,455
Increase in fair value of investment properties (77,236) (1,961) -
Increase in fair value of real estate fund units (2,023) (8,098) -
Deferred tax charge on investment properties 222 1,989 -
Funds from operations (FFO) 13,865 31,588 6,455
FFO per weighted average basic share 0.37 1.48 0.35
FFO per weighted average diluted share 0.35 1.43 0.34

FFO is an appropriate measure of the underlying operating performance of real estate companies because it provides investors with
information regarding our ability to service debt and make capital expenditures. Furthermore, FFO is used to compute incentive
compensation to the manager. FFO, as defined by Eurocastle, represents net profit after taxation (computed in accordance with
IFRS), excluding changes in the fair value of investment p}roperties net of attributable deferred taxation and mark to market
fluctuations in real estate fund units. The Group considers gain's and losses on resolution of its investments to be a normal part of its
recurring operations and therefore does not exclude such gains and losses when arriving at FFO. FFO does not represent cash
generated from operating activities in accordance with IFRS and therefore should not be considered an alternative to cash flow as a
measure of liquidity, and is not necessarily indicative of cash available to fund cash needs. Eurocastle’s calculation of FFO may be
different from the calculation used by other companies and, therefore, comparability may be limited.

INCOME STATEMENT DATA
Unaudited Unaudited
Three Months Ended Three Months Ended
( in €°000, except per share data) 31 March 2006 31 March 2005
Interest income 20,420 14,709
Rental income 23,809 6,349
Real estate fund unit interest income 4,730 -
Increase in fair value of investment properties and real estate fund units 79,259 -
Interest expense 26,543 12,392
Other income/(expenses) (8,427) (2,068)
Net profit before taxes 93,248 6,598
Net profit after taxation 92,902 6,455
Earnings per weighted average basic share 2.47 0.35
Earnings per weighted average diluted share 2.37 0.34
BALANCE SHEET DATA
Unaudited
Three Months Ended As of 31 December
( in €000, except per share data) 31 March 2006 2005
Cash and cash equivalents 42,535 13,640
Restricted cash and short term investments 44,387 -
Asset backed securities (includes cash to be invested and securities
pledged under repurchase agreements) 1,481,361 1,452,547
Real estate loans (includes loans pledged under repurchase agreements) 91,241 92,649
Real estate fund units 191,613 189,591
Investment property 2,588,685 463,540
Total assets 4,486,305 2,273,980
Debt obligations 3,460,046 1,916,189
Shareholders’ equity 928,747 298,866
Book value per ordinary share 20.37 12.34
Quarter Ended Quarter Ended Year Ended 31

31 March 2006 31 March 2005 December 2005

Weighted average ordinary shares outstanding

Basic 37,644,978 18,463,670 21,392,936
Diluted 39,241,008 19,174,094 22,165,864
Ordinary shares outstanding 45,604,099 18,469,670 24,209,670




Portfalio Review

The first quarter 2006 was an outstanding one for Eurocastle. The Company delivered on its strategy to
significantly grow its German commercial real estate portfolio, completing the €2 billion acquisition of the
property portfolio from Dresdner Bank and adding 21 properties for a purchase price of €54.7 million to the
existing retail portfolio. Eurocastle is now one of the largest owners and operators of German commercial

real estate among publicly listed property compameg.

There is a strong team of professionals on the |ground in Germany which is dedicated to managing
Eurocastle's real estate assets. This will enable E‘urocastle to take advantage of its presence throughout
Germany by aggressively managing the existing assets and sourcing new acquisition opportunities.

Real Estate Investment Portfolio

As of 31 March 2006, Eurocastle owned an approximate €2.8 billion portfolio of real estate investments,
comprising investment properties of €2.6 billion (including unrealised fair value gains of €77.2 million for
the quarter) and real estate fund units of €191.6 million (including unrealised fair value gains of €2.0 million
for the quarter). Real estate investments accounted for 83% of Eurocastle’s total invested equity.

Overview Real Estate Investment Portfolio
Unaudited
As of 31 March 2006 As of 31 December 2005

Investment properties at fair value

Thereof

Drive* 2,068,091 -

Wave* 323,562 322,352

Retail* 197,032 141,188
Real estate fund units 191,613 189,591
Total investment in real estate investments 2,780,298 653,131
Weighted average asset yield 5.74% 7.69%
Weighted average liability cost 4.33% 4.84%
Weighted average net spread 1.41% 2.85%

*Investment property portfolios defined on page 17

Investment Properties

Drive Portfolio

In February 2006, Eurocastle completed the acquusmon of a €2 billion German property portfolio from
Dresdner Bank, via the acquisition of Dresdner Grund-Fonds. The portfolio is composed of 303 German
commercial real estate properties or approximately 840,000 square meters of leasable space. Dresdner Bank
represents approximately 80% of rental income and the average lease is approximately 7.3 years with an
average occupancy of 80%. The Company has made good progress on the integration of the Dresdner Bank
portfolio, and expects to see the benefits of its active management in the coming quarters.

Wave Portfolio

The Wave portfolio consists of 96 properties or approximately 295,000 square meters of office space, which
is leased primarily to Deutsche Bank for an average remaining life of 5.2 years with occupancy of
approximately 77% at quarter end, up from 74.6% at 2005 year end. Eurocastle is well on its way to reaching
the goal of 80% occupancy by 2006 year end.

Retail Portfolio

As at 31 March 2006, Eurocastle owned 75 recently developed German retail properties located throughout
Germany. The properties were purchased for an|aggregate purchase price of €197 million representing
approximately 151,000 square metres of lettable space. The space is leased to leading German retailers with
occupancy of 99.6% for an average lease term of approximately 10.7 years.
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Acquisitions

During the quarter, Eurocastle completed the acquisition of 21 additional retail properties in the Retail
Portfolio with approximately 45,000 square meters |of lettable space, leased to prominent German retailers.
Aggregate purchase price of these properties was approximately €55 million.

Eurocastle continues to see substantial opportunities for the accretive expansion of its German commercial
property portfolio and is making good progress towards its acquisition target of €1 billion by 2006 year end.
Since the beginning of the year, the Company has already committed to purchase or entered into exclusive
negotiations to purchase approximately €250 million of new real estate investments.

Real Estate Fund Units

As of 31 March 2006, Eurocastle had a total interest of €192 million (including unrealised fair value gains of
€10.1 million) in a real estate investment fund that owns a portfolio of approximately 400 Italian properties.
The properties are let to Italian government agencie[:s. The original term of the Lease Agreement is 9 years,
with an extension option for a further 9 years. The p‘roperties are 100% occupied.

Debt Investment Portfolio

Overview of Real Estate and Other ABS Securities and Real Estate Loans

Unaudited

As of 31 March 2006 As of 31 December 2005
Total debt investments (excluding restricted cash) 1,564,259 1,537,945
Weighted average asset margin (above Euribor) 1.87%* 1.88%
Weighted average liability spread 0.50%* 0.53%
Weighted average net spread 1.37% 1.35%
Weighted average credit rating BBB BBB+
Percentage investment grade of securities portfolio 84% 87%
Number of securities and loans 136 127

* Includes assets and liabilities referenced under total return swaps

Portfolio

As of 31 March 2006, Eurocastle’s total debt investment portfolio of approximately €1.6 billion represented
17% of the Company’s total equity. The debt portf(t)lio included €740.3 million of CMBS, €732.8 million of
other asset backed securities, €91.2 million of loans and €8.3 million of cash held pending investment in
additional real estate related debt. The debt investfnent portfolio is well diversified with 136 securities and
loans and an average life of approximately 4.14% years; approximately 97% of the portfolio comprises
floating-rate securities. The portfolio is geographically diversified with direct exposures of 50% in the UK,
16% in Italy, 13% in Germany, 9% Pan Europeah and 5% in France. The average credit quality of the
securities portfolio is BBB and approximately 84% of the securities are rated investment grade. The

portfolio’s weighted average credit spread was apprloximately 1.87% as of 31 March 2006.

Eurocastle’s debt investment portfolio has continued to perform well. As of 31 March 2006, none of the
Company’s securities or loans had defaulted, and there have been no principal losses to date. Eurocastle
continues to seek investments that will generate superior risk-adjusted returns with a long-term objective of
capital preservation and earnings stability in varying interest rate and credit cycles.

Acquisitions

In the first quarter 2006, Eurocastle purchased approximately €73.5 million of real estate related securities.
The securities purchased during the quarter had an average credit rating of BB+ and an average credit spread
above Euribor of 2.02%. %




After allowing for sales of securities and principal redemptions, the net increase in face amount of real estate
related securities and real estate related loans during the first quarter was €28.7 million, raising the amount of
these to €1.6 billion at 31 March 2006, an increase of approximately 2.3%.

Financing

Secondary Issue of Shares

In the first quarter 2006, Eurocastle issued 21,394,429 of common shares and raised net proceeds of €524
million to partly fund the acquisition of the Dresdne\r Bank portfolio.

Debt Financing

During the quarter, Eurocastle entered into €1.525 billion 7-year fixed interest term loans to finance the
Dresdner Bank portfolio acquisition at an all-in cct)st of 4.16%. The Company also utilized a further €44
million of an €85 million 10-year fixed rate term facility to finance the purchase of the 21 additional retail
properties. The amount drawn on the facility has an all-in finance cost of 4.89%.

Eurocastle continues to finance its real estate inv?stment portfolio with fixed rate term loans, which has
eliminated exposure to increased interest rates. This is consistent with our objective of locking in the spread
between the yield on our investments and the cost of financing those investments.

Forward-Looking Statements l

This release contains statements that constitute forward-looking statements. Such forward-looking
statements relate to, among other things, the operatlng performance of our investments and ﬁnancmg needs.
Forward-looking statements are generally identifiable by use of forward- lookmg termmology such as “may,”
“will,” “should,” “potential,” “intend,” “expect,” ‘“endeavour,” “seek,” “anticipate,” ‘“estimate,”
“overestimate,” “underestimate,” “believe,” “could’ project,” “predict,” “continue” or other similar words
or expressions. Forward-looking statements are based on certain assumptions, discuss future expectations,

I,

describe future plans and strategies, contain prolecltlons of results of operations or of financial condition or

state other forward-looking information. Our ab111ty to predict results or the actual effect of future plans or

strategies is limited. Although we believe that the ?xpecta‘uons reflected in such forward-looking statements
are based on reasonable assumptions, our actual resPlts and performance may differ materially from those set
forth in the forward-looking statements. These forward-looking statements are subject to risks, uncertainties

and other factors that may cause our actual results in future periods to differ materially from forecasted
results.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

REPORT ON REVIEW OF INTERIM FINANICAL INFORMATION

Introduction

We have reviewed the accompanying consolidated
subsidiaries, as of 31 March 2006 and the related
equity and statement of cash flows for the three-
accounting policies and other explanatory notes.
presentation of this interim financial information
Standards (“IFRS”). Our responsibility is to expres
on our review.

Scope of Review

We conducted our review in accordance with Intern

balance sheet of Eurocastle Investment Limited and its
consolidated income statement, statement of changes in
month period then ended, and summary of significant

Management is responsible for the preparation and
in accordance with International Financial Reporting
5 a conclusion on this interim financial information based

ational Standard on Review Engagements 2410, “Review

of Interim Financial Information Performed by the independent Auditor of the Entity”. A review of interim
financial information consists of making enquiries, primarily of persons responsible for financial and
accounting matters, and applying analytical and other review procedures. A review is substantially less in
scope than an audit conducted in accordance with International Standards on Auditing and consequently does

not enable us to obtain assurance that we would

become aware of all significant matters that might be

identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our att
interim financial information is not prepared, in
Financial Reporting Standards (“IFRS”).

Ernst and Young LLP
London
23 May 2006

ention that causes us to believe that the accompanying
all material respects, in accordance with International




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES
CONSOLIDATED INCOME STATEMENT
Unaudited Three Unaudited Three Year Ended 31
months ended months ended December 2005
Notes 31 March 2006 31 March 2005
€000 €000 €000
Operating income
Interest income 3 20,420 14,709 65,538
Rental income 4 23,809 6,349 28,128
Real estate fund unit interest
income 4,730 - 8,406
Realised gain on disposal of
available-for-sale securities 281 921 2,472
Realised gain on disposal of
investment properties - - 731
Increase in fair value of
investment properties 77,236 - 1,961
Increase in fair value of real
estate fund unit 2,023 - 8,098
Increase in fair value of total
return swap 40 - 477
Total operating income 128,539 21,979 115,811
Operating expenses
Interest expense 5 26,543 12,392 58,141
Losses on foreign currency
contracts/currency translation 481 166 1,712
Property expenses 2,987 106 3,990
Other operating expenses 6 5,280 2,717 10,032
Total operating expenses 35,291 15,381 73,875
Operating profit before taxation 93,248 6,598 41,936
Taxation expense — Current 7 112 143 167
Taxation expense - Deferred 7 234 - 2,111
Net profit after taxation 92,902 6,455 39,658
Earnings per ordinary share
Basic 19 2.47 0.35 1.85
Diluted 19 2.37 0.34 1.79
Weighted average ordinary
shares outstanding
Basic 19 37,644,978 18,463,670 21,392,936
Diluted 19 39,241,008 19,174,094 22,165,864
See notes to the consolidated financial statements
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
Unaudited
Notes 31 March 2006 31 December 2005
€000 €000
Assets
Cash and cash equivalents 42,535 13,640
Restricted cash 8 4,237 -
Restricted short term investments 8 40,150 -
Asset backed securities, available-for-
sale (includes cash to be invested) 9 1,372,532 1,342,638
Asset backed securities pledged under
repurchase agreements 9 108,829 109,909
Real estate related loans 10 91,241 92,649
Real estate fund units 12 191,613 189,591
Investment property 13 2,588,685 463,540
Intangible assets 14 620 542
Other assets 11 45,863 61,471
Total assets 4,486,305 2,273,980
Equity and Liabilities
Capital and Reserves
Issued capital, no par value, unlimited
number of shares authorised, 45,604,099
shares issued and outstanding at 31 March
2006 20 803,446 286,801
Net unrealised gain on available-for-sale
securities 8,9 1,098 4,703
Hedging reserve 21 13,880 (12,100)
Accumulated profit 102,386 18,442
Other reserves 20 7,937 1,020
Total equity 928,747 298,866
Minority Interests 2 2
Liabilities
CDO bonds payable 15 974,149 977,485
Bank borrowings 16 2,383,341 835,162
Repurchase agreements 17 102,556 103,542
Taxation payable 7 2,624 2,278
Trade and other payables 18 94,886 56,645
Total liabilities 3,557,556 1,975,112
Total equity and liabilities 4,486,305 2,273,980
See notes to the consolidated financial statements
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

Unaudited
Three months ended
31 March 20606

Unaudited
Three months ended
31 March 2005

€000 €000

Cash Flows From Operating Activities
Net profit before taxation 03,248 6,598
Adjustments for: .
Unrealised gain on foreign currency contracts (481) -
Accretion of discounts on securities (228) 753
Amortisation of borrowing costs 710 (1,645)
Realised gain on disposal of available-for-sale securities (281) 355
Realised gain on disposal of investment properties - (921)
Amortisation of intangible assets 33 -
Revaluation gain of real estate fund units (2,023) -
Revaluation gain of investment properties (77,2306) -
Revaluation gain of total return swap (40) -
Net change in operating assets and liabilities:

(Increase) in restricted short-term investments (40,150)

(Increase)/Decrease in restricted cash (4,237) 1,863

Decrease/(Increase) in other assets 23,482 (1,814)

Increase in trade and other payables 50,342 6,474
Net cash flows from operating activities 43,139 11,663
Cash Flows From Investing Activities
Purchase of investment property (2,047,909) %)
Net movement of available-for-sale securities (35,758) (243,624)
Net movement of securities pledged under repurchase
agreements 298 -
Net movement of real estate related loans 1,408 -
Purchase of intangible assets (111) -
Net cash flows used in investing activities (2,082.072) (243,633)
Cash Flows From Financing Activities
Proceeds of issuance of ordinary shares 534,690 -
Costs related to issuance of ordinary shares (11,128) -
Borrowings under repurchase agreements (988) 205,624
Net movement of bank borrowings 1,554,212 33,630
Dividends paid to shareholders (8,958) (6,093)
Net cash flows from financing activities 2,067.828 233,161
Net Increase in Cash and Cash Equivalents 28,895 1,191
Cash and Cash Equivalents, Beginning of Period 13,640 10,293
Cash and Cash Equivalents, End of Period 42,535 11,484




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Ordinary
Shares Net
(adjusted for Unrealised
share Share Other Gains/ Hedging Accumulated Total
consolidation) Capital Reserves (Losses) Reserves Profit (Loss) Equity
€000 €000 €000 €'000 €000 €000
At 1 January 2005 18,463,670 192,309 400 6,604 713 6,394 206,420
Net unrealised gain
on available-for-sale
securities - - - 4,823 - - 4,823
Realised Gains
Reclassified to the
Income Statement - - - 2 - - 2
Realised Losses
Reclassified to the
Income Statement - - - 415) - - (415)
Net Unrealised Loss
on Hedge
Instruments - - - - (1,472) - (1472
Net gains/(Losses)
not Recognised in
the Income
Statement - - 400 11,014 (759) - 10,655
Net Profit for the
Three months - - - - - 6,455 6,455
Total movement for
the three months - - - 4,410 (1,472) 6,455 9,393
Dividends paid - - - - - 6,093 6,093
At 31 March 2005
(Unaudited) 18,463,670 192,309 400 11,014 (759) 6,756 209,720

10




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (cont’d)

Ordinary
Shares Net
(adjusted for Unrealised
share Share Other Gains/ Hedging Accumulated Total
consolidation) Capital Reserves (Losses) Reserves Profit (Loss) Equity
€000 €000 €000 €000 €000 €000
At 1 April 2005 18,463,670 192,309 400 11,014 (759) 6,756 209,720
Net unrealised
(Loss) on available-
for-sale securities - - - (4,612) - - (4,612)
Issuance of shares —
June 2005 5,740,000 99,015 - - - - 99,015
Costs related to
issue of shares —
June 2005 - 4,011 - - - - (4,011
Issuance of ordinary
shares to Directors 6,000 108 - - - - 108
Realised Losses
Reclassified to the
Income Statement - - - (1,699) - - (1,699)
Net Unrealised Loss
on Hedge
Instruments - - - - (11,341 - (11,341)
Costs related to
Issue of options on
Follow on share
issue - (620) 620 - - - -
Net Gains/(Losses)
not recognised in the
Income Statement - - 1,020 4,703 (12,100) (6,377)
Net Profit for the
Period 33,203 33,203
Total movement for
the Period - - 620 6,311) (11,341 33,203 16,171
Dividends paid 21,517 21,517
At 31 December 2005 24,209,670 286,801 1,020 4,703 (12,100) 18,442 298,866
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

|

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (cont’d)

Ordinary
Shares Net
(adjusted for Unrealised
share Share Other Gains/ Hedging Accumulated Total
consolidation) Capital Reserves (Losses) Reserves Profit (Loss) Equity
€'000 €000 €000 €000 €000 €000
At 1 January 2006 24,209,670 286,801 1,020 4,703 (12,100} 18,442 298,866
Net unrealised loss
on available-for-sale
securities - - - (3,633) - - (3.633)
Issuance of shares —
January 2006 21,394,429 534,650 - - - - 534,690
Costs related to
issue of shares —
January 2006 - (11,128) - - - - (11,128)
Realised losses
reclassified to the
income statement - - - 28 - - 28
Net unrealised gain
on hedge
instruments - - - - 25,980 - 25,980
Cost related to issue
of options on follow
on share issue - (6,917) 6.917 - - - -
Net gains not
recognised in the
income statement - - 7,937 1,098 13,880 22,915
Net profit for the
three months - - - - - 92,902 92,902
Total movement for
the three months - - 6,306 (3,605) 25,980 92,902 121,584
Dividends paid - - - - - (8,958)  (8,958)
At 31 March 2006
(unaudited) 45,604,099 803,446 7,937 1,098 13,880 102,386 928,747
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. BACKGROUND

Eurocastle Investment Limited (the “Company™) was incorporated in Guernsey, Channel Islands on 8 August
2003 and commenced its operations on 21 October 2003. Eurocastle Investment Limited is a Euro
denominated Guernsey closed-end investment corﬁpany listed on Euronext Amsterdam (formerly listed on
the London Stock Exchange). The principal activities of the Company include the investing in, financing
and managing of European real estate assets and European real estate related debt.
!

The Company is externally managed by its manage‘r, Fortress Investment Group LLC (the “Manager”). The
Company has entered into a management agreement (the “Management Agreement”) under which the
Manager advises the Company on various aspects of its business and manages its day-to-day operations,
subject to the supervision of the Company’s Board of Directors. The Company has no direct employees. For
its services, the Manager receives an annual management fee (which includes a reimbursement for expenses)
and incentive compensation, as described in the Management Agreement. The Company has no ownership
interest in the Manager.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Statement of Compliance

The consolidated financial statements of the Comptany have been prepared in accordance with International
Financial Reporting Standards (IFRS). The financial statements are prepared in accordance with IAS 34
“Inerim Financial Statements.” The interim financial statements have been prepared under the same
accounting principles and methods of computation as in the financial statements as at 31 December 2005 and
for the year then ended. The consolidated financial statements are presented in euros, the functional currency
of the Group, because the Group conducts its business predominantly in euros.

Basis of Preparation

The consolidated financial statements are prepared|on a fair value basis for derivative financial instruments,
investment property, financial assets and liabilities held for trading, and available-for-sale assets. Other
financial assets and liabilities and non-financial assets and liabilities are stated at amortised or historical cost.

The preparation of these financial statements requires the use of estimates and assumptions that affect the
reported amounts of assets and liabilities at the datte of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Although these estimates are based on management’s best
knowledge of the amount, event or actions, actual results ultimately may differ from those estimates.

Where such judgements are made they are indicated within the accounting policies below.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Basis of Consolidation

The consolidated financial statements comprise the financial statements of Eurocastle Investment Limited
and its subsidiaries for the three months ended 31 March 2006. Subsidiaries are consolidated from the date
on which control is transferred to the Group and cease to be consolidated from the date on which control is
transferred from the Group.

At 31 March 2006, the Group’s subsidiaries consisted of a number of subsidiaries in Ireland, Luxembourg
and Germany.

Eurocastle Funding Limited (“EFL”), Eurocastle CDO I PLC (“CDO I”), Eurocastle CDO II PLC (“CDO
1), Eurocastle CDO Il PLC (“CDO III”) and |[Eurocastle CDO IV PLC (“CDO IV”) are all limited
companies incorporated in Ireland. The ordinary share capital of these vehicles is held by outside parties and
the Company has no voting rights. In accordance with the Standing Interpretations Committee Interpretation
12 Consolidation — Special Purpose Entities, the Group consolidates EFL, CDO [, CDO II, CDO III, CDO IV
as it retains control over these entities and retains the residual risks of ownership of these entities.

Eurocastle acquired its Deutsche bank branch and office portfolio of investment properties through two
German limited liability companies, Longwave Acquisition GmbH (“Longwave™) and Shortwave
Acquisition GmbH (“Shortwave™) which are held Lchrough two Luxembourg companies (Eurobarbican and
Luxgate), set up as sociétés a responsabilité limitée| Longwave and Shortwave each own German companies
which have been used to hold one or several of the investment properties. These companies were established
as special purpose vehicles limited to holding the single or multiple real estate investment properties
acquired. Longwave has 60 subsidiaries and Shortwave has 2 subsidiaries. Luxgate owns all of the ordinary
share capital of Eurobarbican which in turn owns all of the share capital of Longwave and Shortwave.

Eurocastle acquired retail property in Germany through three German partnerships Bastion Gmbh & Co. KG
(“Bastion™), Belfry Gmbh & Co. KG (“Belfry”)|and Truss GmbH & Co. KG (“Truss”). These three
partnerships hold 13, 28, and 34 assets respectively as at 31 March 2006. Each of the three German
partnerships are 100% owned by two Luxembourg llmrted partners set up as sociétés a responsabilité limitée
(Sarl), each such pair being held fully by a further Luxembourg Sarl, which in turn is 100% owned by
Eurocastle’s principal direct real estate holding entrty, Luxgate Sarl, a direct 100 % subsidiary of Eurocastle
Investment Limited.

Eurocastle acquired its Dresdner bank portfolio of investment properties consisting of 303 commercial
properties in Germany (the “Drive” portfolio) by jpurchasing all of the units in Dresdner Grund-Fonds, a
German public open ended real estate fund (“Fund?). The Fund is 100% owned by Drive Sarl which in turn
is 100% owned by Luxgate Sarl.

Eurocastle’s investment in real estate fund units jare held by Finial Sarl (“FIP”), a Luxembourg limited
company, which is 100% owned by Luxgate Sarl.

Financial Instruments

Classification

Financial assets and liabilities measured at fair val"ue through the profit and loss account are principally
those instruments that the Group holds for the purpose of short-term profit taking. These include total return

swaps, real estate fund units and forward foreign ex’change contracts that are not designated as effective

hedging instruments.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Available-for-sale assets and restricted short term investments are financial assets that are not classified as
instruments held at fair value through the profit & loss account, loans and advances, or held to maturity.
Available-for-sale instruments include real estate and other asset backed securities.

Recognition
The Group recognises financial assets that are classified as held at fair value through the profit & loss
account and available-for-sale assets on the date it commits to purchase the assets (trade date). From this

date any gains and losses arising from changes in the fair value of the assets are recognised.

A financial liability is recognised on the date the Group becomes party to contractual provisions of the
instrument.

Measurement
Financial instruments are measured initially at fair value plus, in the case of a financial asset or liability not
measured at fair value through profit and loss, transaction costs that are directly attributable to the acquisition

or issue of the financial asset or financial liability.

Subsequent to initial recognition all instruments that are classified as held at fair value through the profit and
loss account and available for sale assets are carried|at fair value.

All financial assets other than trading instruments| and available-for-sale assets are measured at amortised
cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums
and discounts, including initial transaction costs, are included in the carrying amount of the related
instrument and amortised based on the effective interest rate of the instrument.

Fair value measurement principles

The fair value of financial instruments is based on t’heir quoted market price at the balance sheet date without
any deduction for transaction costs. If a quoted market price is not available, the fair value of the instrument
is calculated using pricing models or discounted cash flow techniques, as applicable.

|

Where discounted cash flow techniques are used, e>‘(pected future cash flows are based on our manager’s best
estimates and the discount rate is a market related rz?te at the balance sheet date for an instrument with similar
terms and conditions. Where pricing models are used, inputs are based on market related measures at the

balance sheet date.
The fair value of derivatives that are not exchange| traded is calculated at the amount that the Group would
receive or pay to terminate the contract at the balance sheet date taking into account current market

conditions and the current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of instruments that are classified as held at fair value
through the profit & loss account are recognised dﬁrectly in the income statement. Gains and losses arising
from a change in the fair value of available-for-sele securities are recognised directly in equity until the
investment is derecognised (sold, collected, or otherwise disposed of) or impaired, at which time the
cumulative gain or loss previously recognised in equity is included in the income statement for the period.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Derecognition

A financial asset is derecognised when the Group |

oses control over the contractual rights that comprise that

asset. This occurs when the rights are realised, expire or are surrendered. A financial liability is derecognised

when it is extinguished, that is when the obligatio

expires.

Assets held for trading and available-for-sale as
receivables from the buyer for the payment are reco

n specified in the contract is discharged or cancelled, or

sets that are sold are derecognised and corresponding
gnised as of the date the Group commits to sell the assets.

The Group uses the specific identification method to determine the gain or loss on derecognition.

Impairment

The Group assesses at each balance sheet date whcther there is objective evidence that a financial asset or
, group of financial assets is impaired. A financial asset or a group of financial assets is impaired and

impairment losses are incurred if, and only if| there|i

more events that occurred after the initial recognit
events) has an impact on the calculated future cash

that can be reliably measured.

In the case of financial assets classified as availabl

value of the security below its cost is considered in
evidence exists for available-for-sale financial as
between the acquisition cost and the current fair
previously recognised in profit or loss — is removed

is objective evidence of impairment as a result of one or
ion of the asset (a ‘loss event’) and that loss event (or
flows of the financial asset or group of financial assets

le-for-sale, a significant or prolonged decline in the fair
determining whether the assets are impaired. If any such
sets, the cumulative loss — measured as the difference
value, less any impairment loss on that financial asset
from equity and recognised in the income statement.

Subsequent increases in the fair values of both debt instruments classified as available-for-sale and financial

assets measured at amortised cost, which can be

bbjectively related to an event occurring after previous

impairment losses have been recognised in the income statement, are recorded in the income statement.

Such reversals are then taken through the income
have been taken through the income statement.

Hedge accounting

Where there is a hedging relationship between a d
hedging instrument is measured at fair value.

Where a derivative financial instrument hedges th

assets or liabilities, the effective part of any gain,

statement only to the extent previous impairment losses

erivative instrument and a related item being hedged, the

e exposure to variability in the cash flows of recognised
or loss on re-measurement of the hedging instrument is

recognised directly in equity. The ineffective part of any gain or loss is recognised in the income statement,

The gains or losses that are recognised in equity are transferred to the income statement in the same period in
which the hedged items affect the net profit and loss. »

Repurchase Agreements

Securities and real estate loans subject to repurchas
pledged assets when the transferee has the right by
counterparty liabilities have been classified as repur

e agreements are reclassified in the financial statements as
contract or custom to sell or repledge the collateral. The
chase agreements.
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EUROCASTLE INVESTMENT LIMITED EAND SUBSIDIARIES

|
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Cash and Cash Equivalents

Cash and cash equivalents comprise cash at banks and in hand and short-term deposits with an original
maturity of three months or less.

Restricted Cash

Restricted cash comprises margin account balancesiheld by derivative counterparties as collateral for forward
foreign exchange contracts, as well as cash held by the trustees of CDO I, Il and Il securitisations as a
reserve for future trustee expenses. In addition, restricted cash comprises cash held as part of the minimum
liquidity requirement for the Dresdner Grund-Fonds. As such, these funds are not available for use by the
Group.

Investment Properties

Investment properties comprise land and buildings.| In accordance with IAS 40, property held to earn rentals
and/or for capital appreciation is categorised as investment property.

Investment properties are measured initially at cost, including transaction costs. The carrying amount
includes the cost of replacing part of an existing investment property at the time that cost is incurred if the
recognition criteria are met; and excludes the costs of day-to-day servicing of an investment property.
Subsequent to initial recognition, investment pr(;penies are stated at fair value, which reflects market
conditions at the balance sheet date. Gains or lossies arising from changes in the fair values of investment

properties are included in the income statement in the year in which they arise.

Investment properties are derecognised when either they have been disposed of or when the investment
property is permanently withdrawn from use and no future economic benefit is expected from its disposal.
Any gains or losses on the retirement or disposal)of an investment property are recognised in the income
statement in the year of retirement or disposal.

Tenant improvements and leasing commissions incurred at the commencement of the lease are capitalised,
and amortised on a straight-line basis over the life of the lease.

The value of investment property incorporates 24 properties which are considered finance leases or operating
leases. As the Group has assumed substantially all the risks and rewards associated with these assets, these
have been treated as investment property under IAS 17 and IAS 40 respectively. These properties have been
recognised at fair value in the same manner as freehold property. An associated liability representing the
present value of lease payments to the freehold owner has been included in Trade and Other Payables on the

balance sheet.

The carrying value of the investment properties| is equal to the fair value as determined by external
valuations. These valuations have been carried out in accordance with The Royal Institution of Chartered
Surveyors' (“RICS”) Appraisal and Valuation Standards (5" Edition), (the "Red Book"). The valuations have
been prepared on the basis of Market Value, which jis defined as follows: “The estimated amount for which a
property should exchange on the date of valuation Petween a willing buyer and a willing seller in an arm’s-
length transaction after proper marketing wherein the parties had each acted knowledgeably, prudently and
without compulsion”.

Finance Leases
The determination of whether an arrangement is, or|contains a finance lease, is based on the substance of the

arrangement and requires an assessment of whether the fulfilment of the arrangement is dependent on the use
of a specific asset or assets and whether the arrangement conveys a right to use the asset.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES
’ .

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)
|

Finance leases, which transfer to the Group substan[tially all the risks and benefits incidental to ownership of
the leased item, are capitalised at the inception of the lease at the fair value of the leased property or, if
lower, at the present value of the minimum lease )payments. Lease payments are apportioned between the

finance charges and the reduction of the lease liaPility so as to achieve a constant rate of interest on the
remaining balance of the liability. Finance charges are charged to the income statement as they arise.

|

Real Estate Fund Units

Real estate fund units are recorded at fair value inl the consolidated balance sheet, with any change in fair
value recognised in the consolidated income statement. The interest income is recognised in the income

statement as it accrues, taking into account the effective yield of the real estate fund units.
Intangible Assets

Software development costs are capitalised when they meet certain criteria relating to identifiability, it is
probable that future economic benefits will flow to the enterprise, and the cost can be measured reliably.
These software costs are recognised in profit and loss through amortisation of the capitalised software costs
on a straight line basis over their expected useful life of 5 years.

Interest-Bearing Loans and Borrowings |

All loans and borrowings, including the Group’s repurchase agreements, are initially recognised at fair value,
being the fair value of consideration received, net of transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between prdceeds net of transaction costs and the redemption value is
recognised in the income statement over the period of the borrowings using the effective interest method.

Minority Interests
Minority interests represent interests held by outside parties in the Group’s consolidated subsidiaries.
Revenue Recognition

The company considers revenue to comprise mtercst income and rental income as its principal business is
investing in, financing and management of European real estate and other asset backed securities and other
real estate related assets .

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and
the revenue can be reliably measured.

Interest income and expenses are recognised in the income statement as they accrue, taking into account the
effective yield of the asset/liability or an applicable floating rate. Interest income and expense include the
amortisation of any discount or premium or other differences between the initial carrying amount of an
interest bearing instrument and its amount at maturity calculated on an effective interest rate basis.

Rental income on freehold and finance lease investment property is recognised on an accruals basis. Rental
income arising from operating leases on investment|properties is accounted for on a straight-line basis over
the lease term. Incentives given to enter into lease agreements are spread evenly over the lease term as a
reduction of rental expense, even if the payments are not made on such a basis.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Income Tax

The Company is a Guernsey, Channel Islands limited company and is not subject to taxation. The
company’s subsidiaries, EFL, CDO [, CDO 11, CD(D IIT and CDO 1V are Irish registered companies and are
structured to qualify as securitisation companies under section 110 of the Taxes Consolidation Act 1997. It
is env1saged that these companies will generate mlnlmal net income for Irish income tax purposes and no
provision for income taxes has been made for these (’:ompames

The Group’s German subsidiary companies, Longw;ave and Shortwave, are subject to German income tax on

income arising from its investment properties, after Iche deduction of allowable debt financing costs and other
allowable expenses. The taxation accrual for the three months ended 31 March 2006 relates to these

subsidiaries. |

The German subsidiaries Bastion, Belfry and Truss|are also subject to German income tax on rental income
net of interest and other expense deductions. No taxable income has been generated in these entities and
therefore no tax accrual has been made for the year ended 31 March 2006.

The Group’s investment in the underlying properties in relation to the Drive portfolio and the Real Estate
Fund Units is by way of units in an open-ended real estate fund. No corporation tax is due on income
generated from its investment in these units.

Deferred Taxation

Deferred income tax is provided in full, using the liability method, on all temporary differences at the
balance sheet date between the tax bases of assets and liabilities and their carrying amounts in the
consolidated financial statements.

Deferred income tax is recognised for all temporary differences arising between the tax base of assets and
liabilities and their carrying amounts in the financial statements, with the following exceptions:

e where the temporary difference arises from the }nitial recognition of goodwill or of an asset or liability in
a transaction that is not a business combination that at the time of the transaction affects neither

accounting nor taxable profit or loss;

¢ in respect of taxable temporary differences associated with investments in subsidiaries, where the timing
of the reversal of the temporary differences can be controlled and it is probable that the temporary
differences will not reverse in the foreseeable future; and

e deferred income tax assets are recognised only to the extent that it is probable that taxable profit will be
available against which deductible temporary differences, carried forward tax credits or tax losses can be
utilised.

The carrying amount of deferred income tax assets |is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred income tax asset to be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year
when the asset is realised or the liability is settled, based on tax rates and tax laws that have been enacted or
substantively enacted at the balance sheet date.

Income tax rélating to items recognised directly in equity is recognised in equity and not in the income
statement.
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EUROCASTLE INVESTMENT LIMITED T‘ND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAIL STATEMENTS (UNAUDITED) (cont’d)

Foreign Currency Translation

The functional and presentation currency of the Group and its subsidiaries is the euro. Transactions in
foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange ruling at the balance sheet date. All differences are taken to the
consolidated income statement. Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rate as at the date of initial transaction. Non-monetary
items measured at fair value in a foreign currency are translated using the exchange rates at the date when the
fair value was determined.

Share-Based Payments

Share-based payments are accounted for based on their fair value on grant date. The fair value is calculated
by reference to an option pricing model. The fairivalue of the share options granted in relation to capital
raises has been fully recognised (vested) on the date of grant as a cost relating to the issue of shares with a
corresponding increase to other reserves.

Share options granted to directors is recognised in the profit & loss over the period that the services are
received.

Segmental Reporting

A business segment is a group of assets and operations engaged in providing services that are subject to risks
and returns that are different from those of others business segments.

A geographical segment is engaged in providing seTrvices within a particular economic environment that are
subject to risks and returns that are different from those of segments operating in other economic

environments.

International Financial Reporting Standards to be adopted in 2007 and later

148 I Amendment — Presentation of Financial Statements.: Capital Disclosures and IFRS 7 Financial
Instruments: Disclosures

Upon adoption of IAS 1 Amendments and IFRS 7, the Group will have to disclose additional information
about its policies and processes for managing capital, as well as financial instruments, their significance and
the nature and extent of risks that they give rise to. More specifically the Group will need to disclose the fair
value of its financial instruments and its risk exposure in greater details. There will be no effect on reported
income or net assets.

3. INTEREST INCOME

Interest income for the three months ended 31 March 2006 of €20.4 million (31 March 2005: €14,7 million)
is primarily interest income earned on the Asset backed securities available-for-sale and Asset backed
securities pledged under repurchase agreements.

Interest income for the year ended 31 December 2005: was €65.5 million.

4. RENTAL INCOME

Rental income for the three months ended 31 March 2006 of €23.8 million (31 March 2005: €6.3 million)

. ) L.
represents rental income earned on investment properties.

|

Rental income for the year ended 31 December 2005 was €28.1 million.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

5. INTEREST EXPENSES

Interest expense for the three months ended 31 Mar

ch 2006 of €26.5 million (31 March 2005: €12.4 million)

comprises interest expense incurred on the CDO bonds payable, bank borrowings and repurchase

agreements.

Interest expense for the year ended 31 December 20

6. OTHER OPERATING EXPENSES

Three months

05 was €58.1 million

Three months

ended ended Year to
31 March 2006 31 March 2005 31 December 2005
€000 €000 €000
Professional fees 1.697 456 1,959
Management fees 2,384 1,475 3,626
Incentive fees 307 - 3,834
Amortisation 33 - 9
Other 859 786 604
5,280 2,717 10,032
7. TAXATION EXPENSE
Three months Three months

ended ended Year to
31 March 20006 31 March 2005 31 December 2005
€000 €000 €000

Current Tax
Germany 22 143 40
Luxembourg 90 - 127
Total 112 143 167

Deferred tax
Germany 234 - 2,111
Total deferred tax 234 - 2,111
Total tax charge 346 143 2,278

The taxation expense for the 3 months ended 31 Ma
subsidiary companies as described in Note 2. The
arising from its investment properties, after the
allowable expenses. The Luxembourg tax charge
interest which is attributable to shareholder loan
structures supporting the different investment prope

rch 2006 relates to the Group’s Luxembourg and German

German tax charge is based on German tax on income
deduction of allowable debt financing costs and other
is based on Luxembourg tax on a small amount of net
s and other debt instruments used within each of the
rty portfolios.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Reconciliation of the total tax charge

The tax expense in the Income Statement for the year is higher than the standard rate of corporation tax in

Guernsey of 0%. The difference is reconciled below:

Three months Three months

Profit on ordinary activities before taxation

Profit on ordinary activities based on Guernsey
tax of 0%
Overseas taxation

Total tax charge reported in the income statement

8. RESTRICTED SHORT TERM INVESTMENTS OR CASH

There is a minimum liquidity requirement of 5% of the value of Dresdner Grund-Fonds, the subsidiary

through which the Drive portfolio is held, in accordance with German Investment Companies Act

requirements.

At 1 January 2006

Purchase of restricted short term investments
Unrealised losses on restricted short term investmen
At 31 March 2006

Restricted cash

Year to
ended ended 31 December 2005
31 March 2006 31 March 2005
€000 €000 €°000
93,248 6,598 41,936
112 143 167
112 143 167
Three months Year to
ended 31 December
31 March 2006 2005
€000 €000
40,726 -
ts (576) -
40,150 -
4,237 -
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

9. AVAILABLE-FOR-SALE SECURITIES

The following is a summary of the Group’s available-for-sale securities at 31 March 2006.

Gross Unrealised Weighted Average
Current
Face Amortised Carrying S&P Maturity
Amount Cost Basis Gains Losses Value Rating Coupon Margin  (Years)
€000 €000 €000 €000 €000
Portfolio 1
CMBS 148,631 148,629 1,21? (20) 149,828 BBB 4.40% 1.86% 2.93
Other ABS 250,579 250,788 2,076 (121) 252,743 BBB 4.57% 1.88% 3.78

399,210 399,417 3,295 (141) 402,571 BBB 4.51% 1.87% 347

Portfolio I1

CMBS 122,114 122,290 340 (368) 122,262 BBB 4.16% 1.53% 4.77

Other ABS 147,653 148,006 486 (564) 147,928 BBB 4.07% 1.38% 4.64
269,767 270,296 826 (932) 270,190 BBB 4.11% 1.45% 4.70

Portfolio IIT

CMBS 177,165 177,561 597 (265) 177,893 BBB- 4.55% 1.94% 5.10

Other ABS 203,608 203,399 913 (261) 204,051 BBB+ 4.15% 1.47% 3.46
380,773 380,960 1,510 (526) 381,944 BBB 4.33% 1.69% 4.22

Portfolio IV

CMBS 228,059 227,058 47 (1,124) 225,981 BBB 4.44% 2.06% 5.77

Other ABS 84,064 84,003 30 (529) 83,504 BBB- 4.38% 1.86% 4.89

312,123 311,061 77 (1,653) 309,485 BBB 4.42% 2.00% 5.53

Total Portfolio 1,361,873 1,361,734 5708 (3,252) 1,364,190 BBB 436%  1.77% 4.40

Other Securities

CMBS 64,562 64,834 - (506) 64,328 AA- 3.17% 0.58% 0.70
Other ABS 44,500 44,777 - (277) 44,500 AAA 3.54% 0.90% 1.49
109,062 109,611 - (783) 108,828 AA 3.32% 0.71% 1.02
1,470,935 1,471,345 5,708 (4,035) 1,473,018 BBB 4.28% 1.69% 4.14

Restricted Cash — Cash to be Invested 8,343

Total Asset Backed Securities (including cash to be

invested) 1,481,361

CMBS —~ Commercial Mortgage Backed Securities
Other ABS — Other Asset Backed Securities

The securities within Portfolio I, IT and I1I are encumbered by CDO securitisations (Note 15).
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL

, STATEMENTS (UNAUDITED) (cont’d)

The following is a summary of the Group’s available-for-sale securities at 31 December 2005.

Gross Unrealised Weighted Average
Current
Face Amortised Carrying S&P Maturity
Amount Cost Basis Gains Losses Value Rating Coupon Margin (Years)
€000 €000 €000 €000 €000
Portfolio 1
CMBS 152,096 151,956 1,592 43) 153,505 BBB 4.13% 1.86% 3.16
Other ABS 248,300 248,813 2,258 (159) 250,912 BBB+ 4.28% 1.95% 3.74
400,396 400,769 3,850 (202) 404,417 BBB 4.23% 1.91% 3.52
Portfolio 11
CMBS 130,013 129,898 434 (527) 129,805 BBB 3.89% 1.67% 5.02
Other ABS 143,945 144,266 588 (350) 144,504 BBB 3.82% 1.40% 4.84
273,958 274,164 1,022 (877) 274,309 BBB 3.85% 1.53% 4.93
Portfolio II1
CMBS 169,452 169,646 1,016 (254) 170,408 BBB- 4.26% 1.94% 4.81
Other ABS 211,768 212,038 628 (810) 211,856 BBB 3.87% 1.61% 3.56
381,220 381,684 1,644 (1,064) 382,264 BBB 4.04% 1.75% 4.11
Portfolio IV
CMBS 207,063 206,254 308 (139) 206,423 BBB+ 4.00% 1.81% 5.30
Other ABS 67,952 68,025 137 (188) 67,974 A- 4.06% 1.82% 4.70
275,015 274,279 445 (327) 274,397 BBB+ 4.01% 1.81% 5.15
Total Portfolio 1,330,589 1,330,896 6,961 2470) 1,335,387 BBB 4.05% 1.77% 4.32
Other Securities
CMBS 65,617 65,543 73 (207) 65,409 AA- 2.89% 0.58% 0.72
Other ABS 44,500 44,154 346 - 44,500 AAA 3.54% 0.90% 1.76
110,117 109,697 419 207) 109,909 AA 3.15% 0.71% 1.14
l
1,440,706 1,440,593 7,380 (2,677) 1,445,296 BBB+ 3.98% 1.69% 4.07
Restricted Cash — Cash to be Invested 7,251
Total Asset Backed Securities (including cash to be 1,452,547

invested)

Asset backed securities, available for sale at fair val
sale and repurchase agreements. In accordance
Recognition and Measurement, effective 1 January
securities as follows:

ue of €108.8 million have been pledged to third parties in
with the revisions to IAS 39 Financial Instruments:
2005, these securities have been reclassified as pledged

31 March 2006

31 December 2005

Asset backed securities, available for sale (includes cash to

be invested)
Asset backed securities pledged under repurchase
agreements

Total Asset Backed Securities

€000 €000
1,372,533 1,342,638
108,828 109,909
1,481,361 1,452,547




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

Cumulative net unrealised gains on available-for-
statement of changes in equity were as follows:

31 March 2006

sale securities and hedge instruments recognised in the

31 December 2005

€000 €000
Unrealised gains on available-for-sale securities 5,709 7,380
Unrealised losses on available-for-sale securities (4,035) (2.677)
Unrealised losses on Restricted Short Term Investments (576)
Net unrealised gains on available-for-sale securitie's 1,098 4,703
Unrealised gain/(loss) on hedge instruments (Note21) 13,880 (12,100)
14,978 (7,397)
10. REAL ESTATE LOANS
The following is a summary of the Group’s real estate loans at 31 March 2006.
Gross Unrealised Weighted Average
Current
Face Amortised Carrying S&P Maturity
Amount Cost Basis  Gains  Losses Value Rating Coupon  Margin  (Years)
€000 €°000 €000 €000 €000
Real estate loans 91,616 91,241 - - 91,241 5.79% 3.42% 3.66

* Included in real estate loans are loans with a total
rating of BB from Standard and Poors.

As at 31 December 2005:

current face amount of €47.0 million and with an average

Gross Unrealised Weighted Average
Current
Face Amortised Carrying S&P Maturity
Amount Cost Basis  Gains Losses Value Rating  Coupon  Margin  (Years)
€000 €000 €000 €000 €000
Real estate loans 93,120 92,649 - - 92,649 5.49% 3.48% 3.88
11. OTHER ASSETS
31 March 2006 31 December 2005
€000 €000
Unsettled security transactions - 26,178
Interest receivable 14,875 18,963
Rent receivable 1.875 4,222
Prepaid expenses 208 638
Derivative assets (see Note 11.1) 18,635 11,470
Other accounts Receivable 10,270 -
45,863 61,471
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NOTES TO CONSOLIDATED FINANCIAIL STATEMENTS (UNAUDITED) (cont’d)

11.1 Total Return Swap ’[

|
Included in the Derivative Assets are two total retufrn swaps, the fair value of which as at 31 March 2006 is
€0.3 million and the collateral deposit posted is €10.5 million. These total return swaps have been recorded
as Derivative Assets and are treated as trading asset|that are not designated as Effective Hedging Instruments
for accounting purposes and any gain or loss arising from the change in fair value of the asset is recognized
through profit and loss.

In August 2005, a subsidiary entered into a total |return swap with a major investment bank, whereby it
receives the sum of all interest (at an average of Sterling LIBOR + 5.50%) and any positive change in value
from a referenced term loan with an initial notlonal amount of £15 million, and pays interest (at Sterling
Overnight Interbank Average - "SONIA™) on the notional amount plus any negative change in value amounts
from such loan. Under the contract, the subsidiary |is required to post an initial collateral deposit equivalent
to 36.7% of the notional amount and additional margin may be payable in the event of a decline in the value
of the referenced term loan.

In December 2005, a subsidiary entered into a total return swap with a major investment bank, whereby it
receives the sum of all interest (at EURIBOR + 4. 00%) and any positive change in value from a referenced
term loan with an initial notional amount of €25.85 [million, and pays interest (at EURIBOR + 0.40%) on the
notional amount plus any negative change in value amounts from such loan. Under the contract, the
subsidiary is required to post an initial collateral deposit equivalent to 10.0% of the notional amount and
additional margin may be payable in the event of a decline in the value of the referenced term loan.

12. REAL ESTATE FUND UNITS
Between July and October 2005, the Group purchased a €181 million interest in 1,500 Class A real estate
fund units backed by a portfolio of 394 properties|in Italy. The original term of the Lease Agreement is 9

years, automatically renewable for a further 9 years, unless terminated by the Agenzia del Demanio, with 12
months prior notice. The properties have a total occupancy of 100%.

31 March 2006 31 December 2005

€ ‘000 €000

At 1 January 189,591 -
Purchase of real estate fund units - 181,493
Increase in fair value 2,022 8,098
191,613 189,591
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

13. INVESTMENT PROPERTIES

The table below shows the items aggregated under investment property in the consolidated balance sheet:

Freehold Land & Leasehold 31 March 2006 31 December 2005

Buildings Property Total Total

€000 €000 €000 €000

At 1 Januvary 448,060 15,480 463,540 318,514

Additions 1,953,867 94,042 2,047,909 143,524

Disposals - - - (459)
Increase in fair

value 74,574 2,662 77,236 1,961

At 31 December 2,476,501 112,184 2,588,685 463,540

The value of investment properties incorporates 24

properties which are held by the Company under finance

or operating leases. An associated liability is recognised at an amount equal to the fair value of the leased
property, or if lower, the present value of the minimum lease payments, determined at the inception of the

lease.

Lease arrangements over the land on which the 2
ranging from 3 months to 85 years.

A reconciliation of investment property valuations
below:

4 investment properties are built have unexpired terms

to the balance sheet carrying value of property is shown

31 March 31 December

2006 2005

€000 €000

Investment property at market value as determined by external 2,564,053 460,588

valuers *

Add minimum payments under head leases separately included in 24,632 2,952
Trade and Other Payables on the balance sheet.

Balance sheet carrying value of investment property 2,588,685 463,540

* Market values include the Drive portfolio valuati
from CB Richard Ellis GmbH dated 17 January 200

Schedule of Minimum Lease Payments Under Finance and Operating Leases

on of €2,049 million based on the independent valuation
6, resulting in a €77.9 million increase in fair value.

Total Value Present Total Value Present

Value Value

31 March 31 March 31 December 31 December

2006 2006 2005 2005

€000 €000 €000 €000

Under 1 year 1,203 1,163 239 227
From 2 to 5 years 5,014 4,245 1,013 778
More than 5 years 88,893 19,224 27,710 1,947
Total 95,110 24,632 28,962 2,952
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\
|

Additional Information
The tables below provide additional information for the Wave and Drive portfolios and the Retail portfolio
which includes the Bastion, Belfry and Truss portfolios.

|

[

Portfolio  Passing Net Lettable | Vacancy Property Property Net
Rent Rental Area Valuation Cost Rental
Income Yield
(Cost)
€°000 €000 Sq Metre Y% €000 €000 %o
Wave 25,318 21,491 294,720 | 233% 319,400 316,907 6.8%
Drive 110,828 98,677 841,682 19.0% 2,049,025 1,971,163 5.0%
Retail 15,511 14,051 151,812 0.4% 195,628 196,787 7.1%
Total 151,657 134,219 1,288,214 | 2,564,053 2,484,857 5.4%
Portfolio Rent on Rent on Rent on Rent on Rent on Average Number
Expiring Expiring Expiring Expiring Expiring Lease of
Leases Leases Leases Leases Leases Length Properties
Yr 0-1 Yr2-3 Yrd. Yr7-10  Yr1o+
€000 €000 €000 €000 €000 Years
Wave 689 7,723 1,739 14,377 790 52 96
Drive 2,379 6,816 34,608 27,346 39,679 7.3 303
Retail - 472 1,742 4,973 8,324 10.7 75
Total 3,068 15,011 38,089 46,696 48,793 474
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

14. INTANGIBLE ASSET

Intangible Assets comprise software development costs with a book value as at 31 March 2006 of €0.62

million (31 December 2005: €0.54 million), after an

2005: €0.01 million) .

15. BONDS PAYABLE

CDO Bonds

As at 31 March 2006

amortisation charge of €0.04 million (31 December

Current Weighted Weighted
Face Carrying Average  Weighted Average
Amount Amount Cost of Average Maturity
Class Rating €000 €000  Financing Margin (in years)
Aand B
CDO1 Notes AAA/AA 351,000 348,370 3.30% 0.60% 6.1
A,Band C AAA/AA/
CDO Il Notes A 261,627 259,162 3.21% 0.50% 9.3
A,BandC  AAA/AA/
CDO 111 Notes A 370,000 366,617 3.19% 0.49% 9.3
Total 9821627 974,149 3.23% 0.54% 8.2
As at 31 December 2005
Current Weighted Weighted
Face Carrying Average  Weighted Average
Amount Amount Cost of Average Maturity
Class Rating €1000 €000  Financing Margin (in years)
A and B
CDOI Notes AAA/AA 351,000 348,271 3.08% 0.60% 6.3
A,Band C AAA/AA/
cbo1l Notes A 265,362 262,783 3.02% 0.53% 9.5
A,Band C AAA/AA/
CDO I Notes A 370,000 366,431 2.97% 0.49% 9.5
Total 986,362 977,485 3.02% 0.54% 8.4

None of the CDO bonds are due to be repaid within
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)

AND SUBSIDIARIES

16. BANK BORROWINGS

The bank borrowings comprises of:

31 March 2006

31 December 2005

€000 €°000
Term finance (Note 16.1) 2,349,468 782,031
Revolving credit facility (Note 16.2) - 18,578
Other short term financing  (Note 16.3) 33,873 34,553
2,383,341 835,162
16.1 Term Financing
Current Face Amount Carrying Amount
€000 €000
Real Estate Month 31 31 31 31 Hedged Maturity
Debt raised March December March December Weighted
2006 2005 2006 2005 Average
Funding Cost
CDO 1V Jul-2005 322,461 308,321 322,095 307,917 3.29% Jul 2008
Investment
Property
Wave Dec-2004 245,900 245,900 242,925 242,762 4.57% Apr 2013
Portfolio
Belfry Aug-2005 56,240 56,240 55,393 55,363 4.81% Oct 2015
Portfolio |
Bastion Sep-2005 26,500 26,500 26,218 26,202 4.52% Sep 2012
Portfolio
Truss Dec-2005 74,093 30,163 73,099 29,607 4.90% Feb 2016
Portfolio
Drive Feb-2006 1,525,000 - 1,509,722 - 3.51% Jan 2013
Portfolio
Real Estate
Fund Units
FIP Units Jul-2005 121,875 121,875 120,016 120,180 5.42% Jul 2018
Total 2,372,069 788,999 2,349,468 782,031
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Real Estate Debt

On 14 July 2005, the Group through Eurocastle CDO IV PLC entered into a €400 million 3 year extendable
warehouse facility with a major UK bank. This facility was previously used to refinance a significant part of
the portfolio previously financed under short-term: repurchase agreements, and is currently being used to
build and finance a portfolio of asset backed securities and real estate related loans. The lender uses a rating
agency CDO model to determine the level of equity|contribution the Group is required to make to support the
portfolio from time to time. The facility is secured over, inter alia, the collateral making up the portfolio. The
margin payable to the lender depends on the deemed rating levels of the portfolio as determined by the rating
agency model.

Investment Properties

|
In order to finance the Investment Property portfolios, the Group entered into non-recourse loan facilities as
described in the table above. These facilities are secured in the customary manner for German real estate
lending, granting security over, inter alia, the real estate purchased as well as rent receivables, bank accounts

and shares in the Borrower. Interest in respect of the
The committed Truss facility is €85 million, of whic

The committed Drive facility is €1,525 million, the
The loan is divided into a Senior and Junior loa
respectively (carrying value: €678.7m). €50m of
whereas the remaining portion is fixed. Interest ch

se facilities is payable quarterly.
h €74.1 million has been drawn at 31 March 2006.

full amount of which has been drawn at 31 March 2006.
n of €841.3m (carrying value: €837.5m) and €683.7m
the Junior loan incurs interest at floating rate Euribor
arges on both loans are currently based on Euribor fixing

as at the start of the loan. As from 20 July 2006, the Senior loan will have a weighted average funding cost

of 3.83%. As from 31 July 2006, the Junior loan wi
Real Estate Fund Units

On 22 July 2005, the Group entered into a non-re

11 have a weighted average funding cost of 4.57%.

course 13 year loan facility to finance its acquisition of

1,450 Class A Units in Fondo Immobili Pubblici. The facility is secured over, inter alia, the 1,450 Class A

Units, an assignment of receivables under the uni
Borrower. The interest rate on the loan is Euribor +
Group acquired a further 50 Class A Units through t

ts, a pledge over bank accounts and over shares in the
1.95%, payable semi-annually. On 21 October 2005, the
he same facility.

16.2 Revolving Credit Facility

In December 2004, the Group entered into a revolying €35 million credit facility with Deutsche Bank as a
means of securing access to temporary working capital. The facility is secured by receivables flowing from
CDO 1, CDO 11, CDO I1I and EFL and with security assignments of the Group’s rights under its management
agreement with Fortress Investment Group LLC.%The facility contains a number of financial covenants
including a maximum leverage ratio and a minimurp interest cover ratio. The interest rate on drawn amounts
is Euribor + 2.5% p.a., while on undrawn amounts it is 0.5% p.a. The facility was increased to €50 million on

26 May 2005.

As at 31 March 2006 there was no amount drawn on this facility (31 December 2005: €18.5 million)
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16.3 Other Short Term Financing ’
|

In May 2005, in order to finance the participation ir‘m a loan made to SC Karanis in connection with the Coeur
Defense development in Paris, the Group entered into a full recourse €10 million one year loan facility. The
facility is backed by a security assignment over the financed asset. It also contains an obligation to ensure

that loan to value remains below 75%. The loan bears a rate of Euribor + 1.85%.

In August 2005, in order to finance the participation in a loan that had previously been made to Mapeley
Columbus Limited in connection with certain pr“operties leased to Abbey National PLC in the United
Kingdom, the Group entered into a full recourse €24 5 million one year loan facility. The participation has
been transferred to the Lender as security for the fac:111ty It also contains an obligation to ensure that loan to
value remains below 75%. The loan bears a rate of Libor + 1.00%.

17. REPURCHASE AGREEMENTS

The Company’s consolidated subsidiary EFL has lentered into master repurchase agreements with certain
major investment banks to finance the purchase of|available-for-sale securitics. The obligations under those
agreements are guaranteed by the Company. The terms of the repurchase agreements provide for interest to
be calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) which reset or roll
monthly or quarterly, with the corresponding security coupon payment dates, plus an applicable spread.

As at 31 March 2006, the Group’s carrying amount and weighted average financing cost of these repurchase
agreements was approximately €102.6 million (31 December 2005: €103.5 million) and 2.78% (31
December 2005: 2.61%) respectively.

18. TRADE AND OTHER PAYABLES

31 March 2006 31 December 2005

€000 €000

Security deposit 5,634 5,221
Unsettled security purchases - 17,604
Interest payable 13,527 6,953
Due to Manager (Note 24) 1,589 4,555
Derivative liabilities - 12,297
Finance lease payable 24,632 2,952
Accrued expenses & other payables 49,504 7,063
94,886 56,645
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19. EARNINGS PER SHARE ’

Basic earnings per share is calculated by dividin!g net profit available to ordinary shareholders by the
weighted average number of shares of ordinary stock outstanding during the period.

Diluted earnings per share is calculated by dividing net profit available to ordinary shareholders by the
weighted average number of ordinary shares outstanding plus the additional dilutive effect of potential
ordinary shares during the period.

The Group’s potential ordinary shares during the period were the stock options issued under its share option
plan.

There have been no other transactions involving ordinary shares or potential ordinary shares since the
reporting date and before the completion of the financial statements.

The following is a reconciliation of the weighted average number of ordinary shares outstanding on a diluted

basis.

Three months Three months Year
I Ended Ended Ended
31 March 2006 31 March 2005 31 December 2005
Weighted average number of ordinary 37,644,978 18,463,670 21,392,936

shares, outstanding basic
Dilutive effect of ordinary share options 5,596,030 710,424 772,928
Weighted average number of ordinary 39,241,008 19,174,094 22,165,864

shares outstanding, diluted

20. SHARE CAPITAL AND RESERVES

The Company was registered in Guernsey on 8| August 2003 under the provisions of the Companies
{Guernsey) Law, 1994 (as amended). On 21 Octobcr 2003, the Company issued 118,576,700 shares at €1.00
each. Pursuant to a written resolution of the Company dated 18 June 2004 the Shareholders resolved to
receive one share for every ten shares previously lheld by them. In June 2004, through its initial public
offering, the Company received subscriptions for and issued 6,600,000 ordinary shares at a price of €12 each.
At the same time, in accordance with arrangement‘s entered into prior to the first public issue of securities
between the Company and each of Mr Bassi and Mr Dorrian, the Company issued 5,000 shares to Paolo
Bassi and 1,000 shares to Keith Dorrian in their capacxty as Directors of the Company. The shares issued to
the Directors were non-cash shares, and were issued with nil proceeds. In April 2005 the Company issued a
further 5,000 shares to Paolo Bassi and 1,000 to Kélth Dorrian in their capacity as Directors of the company
for nil proceeds. On 29 June 2005 the Company made a second public offering and issued 5,740,000
ordinary shares at a price of €17.25 each. After i 1ssue costs, the secondary offering raised €95 million for the
Company. As at the 31 December 2005 there were 24 209,670 shares issued and outstanding,

On 27 January 2006, the Company made a further p"ublic offering and issued 11,667,000 ordinary shares at a
price of €30 each. On 1 February 2006, the over-allotment option relating to the January offering was
exercised resulting in 1,156,000 ordinary shares being issued at €30 each.
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. !
On February 15, 2006, immediately prior to com?pletion of the Dresdner Portfolio acquisition, 8,571,429
shares with aggregate nominal value of €8,571,429 were issued to certain funds managed by Fortress
Investment Group LLC (the “Fortress Funds™) at §17.50 each raising gross proceeds of €150 million. The
principal terms of the Fortress Funds investment were agreed on 22 December 2005 and were, in relevant
part, as follows:

e The Fortress Funds would invest up to €3(§)0 million by subscribing for Shares at €17.50 per Share
(representing an approximately 2.75% discount to the weighted average share price for the
Company’s shares over the 10 day periodl up to 21 December 2005), provided that the Company
could reduce the amount of such subscription down to €150 million were it able to raise funds prior
to completion of the Dresdner acquisition; as the Company was successful in raising additional
capital prior to completion of the Dresdner portfolio acquisition in the offering described above, the
Fortress Funds’ subscription was reduced to €150 million.

The total number of shares issued in January and February 2006 was 21,394,429 ordinary shares, with net
proceeds of €523.5 million being raised for the Company.

As at 31 March 2006, there were 45,604,099 shares|issued and outstanding.

Under the Company’s Articles of Association, the Directors have the authority to affect the issuance of
additional ordinary shares or to create new classes of shares as they deem necessary.

Other Reserves
Other reserves represent the fair value of share options at the grant date, granted to the Manager in December
2004, June 2005 and February 2006.
21. HEDGE ACCOUNTING - CASH FLOW HEDGES OF INTEREST RATE RISK

The Group’s policy is to hedge its exposure to interest rates and foreign currencies on a case-by-case basis.
Hedge accounting is only applied to cash flow he';dges of interest rate risk exposures. Interest rate swaps
under which the Group pays a fixed rate and receives a floating rate have been used to hedge the interest rate

risk on floating rate long-term bank borrowing.

The gain or loss on measurement of the fair value of the interest rate swaps has been recognised in the
statement of changes in equity to the extent that the swaps are effective.
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The details of interest rate swaps entered into by the
agreements are as follows:

Group in respect of certain of the term financing

Wave Bastion Drive = FIP Truss Turret
31 March 2006 ’ €000 €000 €000 €000 €000 €000
Nominal amount 210,000 26, 500 - 121,875 20,455 90,000
Pay rate 3.47% 3. 04% - 3.34% 3.78% 3.84%
Receive rate 3 Month 3 Month - 6 Month 3 Month 3 Month
Euribor Euribo{r Euribor Euribor Euribor
Remaining life 7.1 6.3 - 11.5 9.9 10.1
Fair value of swaps 3,322 98§ - 2,261 170 687
assets ;
Wave Bastion Drive FIP Truss Turret
31 December 2005 €000 €000 €000 €000 €000 €000
Nominal amount 210,000 26,500 1,300,000 121,875 - -
Pay rate 3.47% 3.04% 3.37% 3.34% - -
Receive rate 3 Month 3 Montﬁ 3 Month 6 Month - -
Euribor Euribolr Euribor Euribor
Remaining life 7.3 6.5 7.1 11.8 - -
Fair value of swaps (3,831) 197

(liabilities)/assets

(7.214)  (1,252) - -

*  Asat 31 March 2006 this Interest Rate Swap agreement related to the Drive portfolio was novated to

Deutsche Bank AG in conjunction with the

loan agreement. The positive fair value of €6.4m as at

the date of novating the swap has been recorded within the hedging reserve and will be recycled
through the Income Statement in the same periods during which the interest expense on the loan is

recognised. A corresponding amount has
within term financing (refer to Note 16.1).

22. FINANCIAL INSTRUMENTS

Risk Management

been included in the carrying value of the Drive loan

This section provides details of the Group's exposure to risk and describes the methods used by management
to control risk. The most important types of financial risk to which the Group is exposed are market risk,
credit, liquidity, interest rate and foreign currency risk.

Market Risk

The Group’s exposure to market risk is comprised)mainly of movements in the value of its debt securities,

property investments and real estate fund units.

The Group’s securities are predominantly ﬂoating
spread over Euribor and Libor benchmarks for euro

rate and as such are valued based on a market credit
and sterling denominated assets respectively. Increases

in the credit spreads above such benchmarks may affect the Group’s net equity, net income or cash flow
directly through their impact on unrealised gains or losses on available-for-sale securities, and therefore its
ability to realise gains on such securities, or indirectly through their impact on its ability to borrow and

access capital.
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Under the terms of the securities contract the Group was exposed to market risk on the underlying securities
as, should the intended securitisation of such assets not be consummated, the Group would be required to
either purchase the securities or pay the loss reallsed on the disposal up to the amount of any deposits made
by the Group under the contract, less any interest eaTned on the deposits.

\
The Group’s investment property assets are based i;n Germany and Italy and are subject to general property
market risks. These risks are assessed by management at the point of acquisition as well as on an ongoing
basis. In addition, external valuations of the property assets are obtained during each financial year.

Credit Risk

The Group is subject to credit risk with respect to its investments in real estate and other asset backed
securities and loans.

The securities the Group invests in are generally junior in right of payment of interest and principal to one or
more senior classes, but benefit from the support of one or more subordinate classes of securities or other
form of credit support within a securitisation transactlon While the expected yield on these securities is
sensitive to the performance of the underlying assets the more subordinated securities are designed to bear
the first risk of default and loss.

The Group further minimises credit risk by actively monitoring its securities portfolios and the underlying
credit quality of its holdings and, where appropriate, repositioning its investments to upgrade the credit
quality and yield on the investments.

The Group s securities portfolio is diversified by asset type, industry, location and issuer. This diversification
minimises the risk of capital loss. At March 31, 2006 the Group’s securities, which serve as collateral for its
CDO financings and other borrowings, had an overall weighted average credit rating of approximately BBB.

The Group’s available for sale asset backed sec ltles and real estate loans portfolio was split between
countries within Europe as follows:

31 March 2006 t 31 December 2005

Number Face Value
Number of Face Value of Location of of Location
Securities Securitlies Split  Securities Securities Split

€000 €000

United [

Kingdom 60 763,9;21 49.9% 60 764,958 49.9%
Italy 15 253,6!’08 16.2% 14 247,947 16.2%
Germany 24 205,7[66 13.2% 18 183,470 12.0%
Pan European 12 141,5‘;98 9.1% 10 141,622 9.1%
France 9 78,6L53 5.0% 9 79,525 5.2%
Other 16 119,003 6.6% 16 116,304 7.6%
136 1,562,549 100% 127 1,533,826 100%

The Group’s hedging transactions using derivative mstmments also involve certain additional risks such as

counterparty credit risk, the enforceability of hedglqg contracts and the risk that unanticipated and significant
changes in interest rates will cause a significant loss of basis in the contract. The counterparties to the
Group’s derivative arrangements are major ﬁnan01al institutions with investment grade credit ratings with
which the Group and its affiliates may also have other financial relationships. As a result, it is not anticipated

that any of these counterparties will fail to meet their obligations.
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The Group’s German real estate portfolio consists of a Dresdner Bank office portfolio (the Drive
portfolio),the Deutsche Bank office portfolio (the Wave portfolio) and a German retail property portfolio (the
Bastion, Belfry and Truss portfolios). The Drive| portfolio derives over 80% of its rental income from
Dresdner Bank, the Wave portfolio derives over 78% of its rental income from Deutsche Bank, whilst the
German retail portfolios in aggregate derive over 85% of their retail income from German national retailers,
including prominent national retailers such as the Edeka Group, the Rewe Group, the Tengelmann Group, the
Schwarz Group and Tegut.

The Group’s Italian real estate assets comprise an|investment in a real estate investment fund that owns a
portfolio of 394 properties in Italy that are let to Italian government agencies.

Liquidity Risk

The Group’s ability to execute its business strategy, particularly the growth of its investment portfolio,
depends to a significant degree on the Group’s ability to obtain additional capital.

The Group’s primary source of funds for 11qu1d1ty consist of net cash provided by operating activities,
borrowings under loans and the issuance of debt and equity securities. The Group’s loans and debt securities
are generally secured directly over its assets. The Group expects that its cash on hand and cash flow

t

provided by operations will satisfy its liquidity nee([is with respect to its current investment portfolio over the
next twelve months. The Group expects to meet its long-term liquidity requirements, specifically the
repayment of its debt obligations, through additional borrowings and the liquidation, refinancing or

repayment of its assets at maturity.

A significant portion of the Group’s investments are financed with collateralised debt obligations, known as
CDOs. If spreads for CDO liabilities widen or if demand for such liabilities ceases to exist, then the ability to
execute future CDO financings will be restricted. Proceeds from the sale of real estate and other asset backed
securities which serve as collateral for the Group’s [CDO financings, including gains thereon, are required to
be retained in the CDO structure until the related bonds are retired and are therefore not available to fund
current cash needs.

The Group’s real estate securities are financed long-term and their credit status is continuously monitored,
therefore, these investments are expected to generate a generally stable current return, subject to interest rate
fluctuations. The Group’s operating real estate isfalso financed long-term and primarily leased to credit
tenants with long-term leases and is therefore also expected to generate generally stable current cash flows.

As described in Note 16, the Group has access to temporary working capital through a revolving €50 million
credit facility. |

Interest Rate Risk

The Group’s primary interest rate exposures relate to its real estate and other asset backed securities, loans
and floating rate debt obligations, as well as its interest rate swaps. Changes in the level of interest rates also
can affect the Group’s ability to acquire securities and loans and its ability to realise gains from the
settlement of such assets.

The Group’s general financing strategy focuses on the use of match-funded structures, meamng that it seeks
to match the maturities of its debt obligations with the maturities of its investments to minimise the risk that
the Group will have to refinance its liabilities prior to the maturities of its assets, reducing the impact of
changing interest rates on its earnings. In addition,| the Group match funds interest rates on its investments
with like-kind debt directly or through the use of interest rate swaps. However, based on a variety of factors,
the Manager finances certain assets on a short term basis, including the use of repurchase agreements.
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The interest rate profile of the Group at 31 March 2006 and 31 December 2005 was as follows:
Assets Within 1 year 1to 5 years Over 5 years
Non
Total per interest
consolidated bearing
balance sheet assets Variable Fixed Variable Fixed Variable

Type €000 €000 Fixed % % % % % %
31 March 2006
Cash and cash
equivalents 42,535 - - 42,535 - - - -
Restricted Cash 4,237 4,237
Restricted Short
Term Investmnets 40,150 - - 40,150 - - - -
Asset backed
securities, available
for sale (includes
cash to be invested) 1,372,532 - 39,668 91,852 16,270 706,961 - 517,781
Asset backed
securities, pledged
under repurchase
agreernents 108,829 - - 58,623 - 44,500 - 5,706
Real estate related
loans 91,241 - - 27,909 - 31,565 - 31,767
Real estate fund
units 191,613 - 191,613 - - - - -
Investment property 2,588,685 2,588,685 - - - - - -
Intangible assets 620 620 - - - - - -
Other assets 45,863 16,290 640 21,506 - - 7,427 -

4,486,305 2,605,595 231,921 286,812 16,270 783,026 7,427 555,254
31 December 2005
Cash and cash |
equivalents 13,640 - - 13,640 - - - -
Asset backed
securities, available
for sale (includes
cash to be invested) 1,342,638 - 8,203 99,452 39985 716,625 - 478,373
Asset backed
securities, pledged
under repurchase
agreements 109,909 - - 59,593 - 44,500 - 5,816
Real estate related
loans 92,649 - - 13,478 - 79,171 - -
Real estate fund
units 189,591 - 189,591 - - - - -
Investment property 463,540 463,540 - - - - - -
Intangible assets 542 542 - - - - - -
Other assets 61,471 31,586 568 29,120 - - 197° -

2,273,980 495668 198362 215283 39,985 840,296 197 484,189

" Net interest rate swap receivable related to the cash flow hedges as described in Note 21
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Liabilities Within 1 year 1 to 5 years Over 5 years
Total per Non interest
consolidated bearing
balance sheet liabilities Fixed  Variable Fixed  Variable Fixed Variable
Type €000 €000 % % % % % %
31 March 2006
CDO bonds payable 974,149 - - - - - - 974,149
Bank loans 2,383,341 - - 33,874 322,095 1,941,472 85,900
Repurchase
agreements 102,556 - - 102,556 - - - -
Taxation payable 2,624 2,624 - - - - - -
Trade and other
payables 94,886 81,360 - 13,526 - - - -
3,557,556 83,984 - 149,956 - 322,095 1,941,472 1,060,049
31 December 2005
CDO bonds payable 977,485 - - - - - - 977,485
Bank loans 835,162 - - 53,131 - 307,917 441,352 32,762
Repurchase
agreements 103,542 - - 103,542 - - - -
Taxation payable 2,278 2,278 - - - - - -
Trade and other
payables 56,645 37,395 - 6,953 - - 12,297 -
1,975,112 39,673 - 163,626 - 307,917 453,649 1,010,247

" Net interest rate swap payable related to the cash flow hedges as described in Note 21

Foreign Currency Risk

The Group’s primary foreign currency exchange rate exposures relate to its sterling denominated portfolio of
securities and loans. Changes in the currency rates can adversely impact the fair values and earnings streams
of the Groups’s non euro denominated assets and liabilities. The Group has mitigated this impact through a
combination of (i) sterling denominated financing and (11) rolling forward foreign exchange contacts to hedge
its net sterling equity investment.

In connection with the Group’s purchase of its available-for-sale real estate and other asset backed securities

and real estate loans, the foreign currency risk is covered through forward foreign currency exchange
contracts.
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Fair values of financial assets and financial liabilities

Set out below is a comparison by category of carrying amounts and fair values of all of the Company’s
financial instruments that are carried in the financial statements.

|

31 March 31 December 31 March 31 December
2006 \ 2005 2006 2005
€000 €000 €000 €000
Carrying Value Carrying Value Fair Value Fair Value
Financial Assets
Cash and cash
equivalents 42,535 13,640 42,535 13,640
Restricted Cash 4,237 - 4,237 -
Restricted Short Term
Investments 40,150 - 40,150 -
Asset backed securities,
available for sale
(includes cash to be .
invested) 1,372,532 1,342,638 1,372,532 1,342,638
Asset backed securities,
pledged under
repurchase agreements 108,829 109,909 108,829 109,909
Real estate related loans 91,241 92,649 91,241 02,649
Real estate fund units 191,613 189,591 191,613 189,591
Investment property 2,588,685 463,540 2,588,685 463,540
Financial Liabilities
CDO bonds payable 974,149 977,485 974,149 977,485
Bank loans 2,383,341 835,162 2,380,159 836,393
Repurchase agreements 102,556 103,542 102,556 103,542
23. SHARE OPTION PLAN
In December 2003, the Company (with the approval of the Board of Directors and pursuant to the

confidential information memorandum dated August 2003) adopted a nonqualified share option plan (the
“Company Option Plan”) for officers, Director§', employees, consultants and advisors, including the
Manager. In December 2003, for the purpose of] compensating the Manager for its successful efforts in
raising capital for the Company, the Manager was granted options representing the right to acquire 1,185,767
ordinary shares at an exercise price of €10 per share (number of shares and exercise price adjusted for share
consolidation). The fair value of the options at the date of grant was €0.2 million and was calculated by

reference to an option pricing model.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (cont’d)
l

In June 2004 following the IPO, the Manager was éranted an additional 660,000 options at an exercise price
of €12 per share. The fair value of the additional options at the date of grant was €0.2 million and was also
calculated by reference to an option pricing model. In June 2005 following the secondary public offering,
the Manager was granted an additional 574,000 ogtions at an exercise price of €17.25 per share. The fair
value of the additional options at the date of grant was €0.6 million. The Manager’s options represent an
amount equal to 10% of the ordinary shares 1ssued by the Company. The options granted to the Manager
were fully vested on the date of grant and expire ten years from the date of issuance.

In February 2006, following the third public offering, the Manager was granted an additional 857,142
options at an exercise price of €18.00 per share, and 1,282,300 options at €30.00 per share. The fair value of
the additional options at the date of grant was €4.8m and €2.1m respectively. The Manager's options
represent an amount equal to 10% of the ordinary shares issued by the Company. The options granted to the
Manager were fully vested on the date of grant and expire ten years from the date of issuance.

The fair value at the date of grant of options granted to the Manager has been offset against the proceeds
from issuance of ordinary shares as the grant of opti[ons is a cost of capital.

24. DIVIDENDS PAID & DECLARED
Three months
ended Year to
31 March 2006 31 December 2005
€000 €000
Paid during the 3 months ended 31 March 2006: 8,958 27,610
Equity dividends on ordinary shares:

First quarter dividend for 2006: €0.30 (2005: €0.33) 13,681 6,093
Second quarter dividend for 2005: €0.35 (2004: nil) - 6,095
Third quarter dividend for 2005: €0.37 (2004: €0.30 - 6,464
Fourth quarter dividend for 2005: €0.37 (2004: €0.3[O) - 8,958
| 13,681 27,610

|

25. MANAGEMENT AGREEMENT & RELATED PARTY TRANSACTIONS

|

The Company entered into the Management Agree[‘ment with the Manager in August 2003, which provides

for an initial term of ten years with automatic three year extensions, subject to certain termination rights.
The Management Agreement may be terminated ;by the Company by payment of a termination fee, as
defined in the Management Agreement, equal to the amount of management fees earned by the Manager
during the twelve consecutive calendar months immediately preceding the termination, upon the vote of a
majority of the holders of the outstanding ordinary shares. Pursuant to the Management Agreement, the
Manager, under the supervision of the Company’s jboard of directors, will formulate investment strategies,
arrange for the acquisition of assets, arrange for financing, monitor the performance of the Group’s assets
and provide certain advisory, administrative and managerlal services in connection with the operations of the
Group. For performing these services, the Company will pay the Manager an annual fee (payable monthly in
arrears) of 1.5% of the gross equity of the Company,' as described in the Management Agreement.

The Management Agreement provides that the Comi)any will reimburse the Manager for various expenses
incurred by the Manager or its officers, employees and agents on the Company’s behalf, including the cost of

|
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legal, accounting, tax, auditing, administrative, asset management, property management and other similar
services rendered for the Company by providers retained by the Manager or, if provided by the Manager’s or
its affiliates’ employees, in amounts which are no greater than those that would be payable to external
professionals or consultants engaged to perform such services pursuant to agreements negotiated on an arms-
length basis. Such expenses have been included in the Consolidated Income Statement.

To provide an incentive for the Manager to enhance the value of the Company’s ordinary stock, the Manager
is entitled to receive incentive compensation on a cumulative, but not compounding, basis in an amount
equal to the product of (A) 25% of the euro amount by which (1) funds from operations (“FFO”) of the
Company before the incentive compensation per :ordmary share, exceeds (2) an amount equal to (a) the
weighted average of the price per ordinary share in any offerings by the Company (adjusted for any prior
capital dividends or distributions) multiplied by (b) a simple interest rate of eight percent (8%) per annum

multiplied by (B) the weighted average number of ordinary shares outstanding during such period.

FFO is used to compute the Company’s incentive compensation to the Manager. FFO, for these purposes,
represents net income (computed in accordance with International Financial Reporting Standards), plus
depreciation and amortisation on real estate property (and excluding accumulated depreciation and
amortisation from the computation of gain or loss on sold real estate property), after adjustments for
unconsolidated partnerships and joint ventures (calculated to reflect FFO on the same basis).

At 31 March 2006 management fees, incentive fees and expense reimbursements of approximately €1.6
million (31 December 2005: €4.5 million) were due to the Manager. For the three months ended 31 March
2006 management fees of €2.4m (31 December 2005: €3. 6m) and incentive fees of €0.3m (31 December
2005: €3.8m) were charged to the income statement!

Keith Dorrian and Paolo Bassi each currently receive €30,000 per annum payable semi-annually in equal
instalments. Wesley R. Edens does not receive any remuneration from the Company.

As stated in Note 20, the Company issued 5,000 shares to Paolo Bassi and 1,000 shares to Keith Dorrian in
April 2005 with nil proceeds.
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26. INVESTMENT IN SUBSIDIARIES

The legal entity group structure of Eurocastle is
efficient legal, tax, regulatory and funding framewo

designed to support the Group’s businesses within an
rk.

The significant operating subsidiaries, in which the Company owns directly or indirectly a 100% equity

interest, which are listed by jurisdiction below:
Luxemburg:

Luxgate s.a.r.l.

Drive s.ar.l.

Eurobarbican s.a.r.l.
Bastion Participation s.a.r.l
Belfry Participation s.a.r.l
Truss Participation s.a.r.l
Finial s.a.r.]

Germany:

Dresdner Grund-Fonds
Shortwave Acquisition GmbH
Longwave Acquisition GmbH
Bastion GmbH & Co.KG
Belfry GmbH & Co.KG

Truss GmbH & Co.KG

Additionally, the Company has investments in Eurocastle Funding Limited, Eurocastle CDO 1 PLC,
Eurocastle CDO II PLC, Eurocastle CDO III PLC and Eurocastle CDO IV PLC that it consolidates in

accordance with SIC 12.

27. SUBSEQUENT EVENTS

First Quarter 2006 Dividend

On 17 May 2006 the directors declared a first quarter 2006 dividend of €0.30 per share to all holders of

shares on 17 May 2006, the record date. The total di

vidend to be paid on 2™ of June 2006 is €13,681,230.

On 16 May 2006, Paolo Bassi and Keith Dorrian were issued with 5,000 shares and 1,000 shares,

respectively, for nil proceeds (refer to Note 20)

On 18 May 2006, the Group increased its existing revolver facility (refer to Note 16.2) to €150m. The

interest rate on drawn amounts is Euribor + 1.5% pe
annum.

28. COMMITMENTS

r annum, while on undrawn amounts it is 0.4% per

As at 31 March 2006, amounts contracted for but not provided in the financial statements for the acquisition

of Investment property amounted to:

e Entered into agreements to acquire a further
Truss portfolio

e Entered into agreements to acquire a further
the Turret portfolio

€ 14.1 million representing 7 retail properties within the

€ 70.2 million representing 35 retail properties within
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NOT FOR PUBLICATION, DISTRIBUTION OR RELEASE IN, OR INTO,
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Guernsey. 1 February 2006 - Eurocastle Investment Limited (the “Company”)'m:
announces that Morgan Stanley & Co. Internatlonal Limited has given notice that it is
exercising, as stabilising manager, the over-allotment option over 1,156,000 ordinary
shares referred to in the prospectus issued by the Company on 30 January 2006
relating to the offering of 11,667,000 ordinary shares in the Company. The additional
ordinary over-allotment shares will be issued by the Company. The additional
ordinary over-allotment shares have been placed with institutional investors at the
offering price of €30.00 per share, raising additional gross proceeds for the Company

of approximately €34.7 million.

Deutsche Bank AG, Goldman Sachs| International and Morgan Stanley and Co.
International Ltd acted as Joint Lead Managers, and Dresdner Kleinwort Wasserstein
Limited and Kempen & Co. N.V. acted jas Co-Lead Managers of the offering.

It is expected that admission of the over-allotment shares to listing on Eurolist by
Euronext Amsterdam and to trading on Euronext Amsterdam’s market for listed
securities will become effective, and deahng of the new shares on the Amsterdam
Stock Exchange will commence, on 6 February 2006.
|

This announcement is an advertisement|and not a prospectus and investors should not
subscribe for or purchase any shares referred to in this announcement except on the
basis of information in the prospectus publzshed by the Company on 30 January 2005
in connection with the admission of the| New Shares to listing in Eurolist by Euronext
Amsterdam and to trading on Euronext Amsterdam’s market for listed securities.

Copies of the prospectus will be availab

Each of Deutsche Bank AG, Goldman

le from the Company’s registered office.

Sachs International, Morgan Stanley & Co.

International Limited, Kempen & Co N.V. and Dresdner Kleinwort Wasserstein is

!

acting for Eurocastle in connection with the Offer and no one else and will not be

responsible to anyone other than Euro
clients of Deutsche Bank AG, Goldmar

International Limited, Kempen & Co N,

case may be nor for providing advice
contents of this announcement or an
referred to herein.

castle for providing the protections offered to
1 Sachs International, Morgan Stanley & Co.
V. or Dresdner Kleinwort Wasserstein as the
in relation to the Offer or in relation to the

y other transaction, arrangement or matter
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These materials may not be dzstrzbuz‘ed directly or indirectly, in or into the United
States, Canada, Australia or Japan. They are not an offer to sell or the solicitation of
an offer to buy the securities discussed [herem

This announcement does not constitute an offer of securities for sale in the United
States. The securities mentioned herem have not been, and will not be, registered
under the U.S. Securities Act of 1933 (the “Securities Act”), and may not be offered
or sold in the United States, or to, or Vor the account or benefit of, US persons (as
such term is defined in Regulation S under the Securities Act) unless they are
registered under the Securities Act or pursuant to an exemption from registration. No
public offer of securities is being made} in the United States. In addition, the issuer of
the securities mentioned herein has not\been and will not be registered under the U.S.
Investment Company Act of 1940 and [nvestors will not be entitled to the benefits of
such act.




Eurocastle Investment Limited (“Eurocastle” or the “Company”)

Completion of Dresdner Acquisition

Guernsey, 15 February 2006 - Eurocastle (Euronext Amsterdam: ECT) announced that it has
today completed the €2 billion acquisitioxtl of a portfolio of 303 commercial properties in
Germany (the “Dresdner Portfolio™) that\it announced on 22 December 2005, through the
purchase from Dresdner Bank AG (“Dresdner”) of all the units of a German public, open-
ended real estate fund (the “Dresdner Acqltlisition”).

The Company has also today issued 8,57;1,429 new shares (the “Investment Shares”) to
certain funds managed by Fortress Invesu[nent Group LLC and the proceeds of that share
issue have been used (together with the prioceeds of the recent share offering carried out by
the Company and third party debt) to fu[nd the Dresdner Acquisition. It is expected that

admission of the Investment Shares to listing on Eurolist by Euronext Amsterdam and to
trading on Euronext Amsterdam N.V.’s malF'ket for listed securities will become effective, and
dealing in those shares on the AmsterdamiStock Exchange will commence, on 16 February
2006. The Company’s issued share capital following the issue of the Investment Shares

comprises 45,604,099 shares.

About Eurocastle

Eurocastle Investment Limited is a Euro [denominated Guernsey closed-ended investment
company that invests in and manages a diverse portfolio consisting primarily of European
credit leased real estate and real estate related debt. Eurocastle is managed by Fortress
Investment Group, a global alternative investment and asset management firm with over $18
billion in equity capital currently under| management. For more information regarding
Eurocastle Investment Limited and to be jadded to our email distribution list, please visit
www.eurocastleinv.com.




EUROCASTLE INVESTMENT LIMITED

FOR IMMEDIATE RELEASE

Contact:

International Administration (Guernsey) Limited
Company Administrator
Attn: Mark Woodall
Tel: +44 1481 723450

Eurocastle to Announce Fourth Quarter,and 2005 Year End Earnings on 15 March 2006

Guernsey. 13 March 2006 — Eurocastle Investment Limited (Euronext Amsterdam: ECT) today
announces that it will release its preliminary financial results for the year ended 31 December 2005
on Wednesday, 15 March 2006 before the market opens. In addition, management will host an
earnings conference call 3:00 P.M. London time (10:00 AM. New York time) on Thursday, 16
March 2006. All interested parties are welcome to participate on the live call. You can access the
conference call by dialing +1-866-323-3742 (from within the U.S.) or +1-706-643-0550 (from
outside of the U.S.) ten minutes prior to the scheduled start of the call; please reference “Eurocastle
Fourth Quarter Earnings Call.”

A webcast of the conference call will be; available to the public on a listen-only basis at
www.eurocastleinv.com. Please allow extra time prior to the call to visit the site and download the
necessary software required to listen to the |internet broadcast. A replay of the webcast will be
available for three months following the call.

For those who are not available to listen to the live call, a replay will be available until 11:59 P.M.
New York time on Thursday, 30 March 2006 by dialing +1-800-642-1687 (from within the U.S.) or
+1-706-645-9291 (from outside of the U.S.); please reference access code “6195969.”

Eurocastle Investment Limited is a Euro denominated Guernsey closed-end investment company
that invests in and manages a diverse portfoho consisting primarily of European real estate related
assets. For more information regarding Eurocastle Investment Limited and to be added to our email
distribution list, please visit www.eurocastleinv.com.




FORTRESS INVESTMENT GROU

Contact:

Lilly H. Donohue
Director of Investor Relations
212-798-6118

Fortress Expands Senior |

Guido Pifiol Joins Fort

New York and Frankfurt, Germany. 16 March 20

P

FOR IMMEDIATE RELEASE

[nvestment Team in Germany
ress as Managing Director

06 — Fortress Investment Group LLC today announced

that Guido Pifiol has agreed to join Fortress In!vestment Group Germany on April 18 as Managing
Director. Mr. Pifiol will be the head of the commercial real estate acquisitions group and his primary

responsibility is to drive the acquisition growth

istrategy of Eurocastle Investment Limited (Euronext

Amsterdam: ECT), a publicly traded Euro based ix‘llvestment company that is one of the largest owners of

German commercial real estate. Eurocastle is exte

rnally managed by Fortress.

“I am very excited to be joining Fortress and its ta&lented investment professionals at Fortress who have a
superior investment track record and highly respected reputation in the marketplace,” said Mr. Pifiol. “I

look forward to leading the company’s commercia

“We are delighted that Guido has decided to join

] acquisition strategy in Germany.”

[Fortress,” said Robert I. Kauffman, principal and head

of European investment operations of Fortress Investment Group. “His proven leadership and local real

estate experience will be invaluable as we conti
German commercial real estate market.”

Mr. Pifiol has been Managing Director and Head
Germany and has been with the organization sin
German operations of Jones Lang LaSalle, finally

nue to build and expand Eurocastle’s presence in the

of Investment Advisory Services of CB Richard Ellis
ce 2002. Prior to that, he worked since 1999 for the

;as Head of Portfolio Investment. Mr. Pifiol is currently

a member of the Royal Institution of Chartered Surveyors.

About Fortress Investment Group LL.C

Fortress Investment Group LLC is a global alterna
1998 with approximately $21 billion in equity ¢
capital on behalf of prominent institutional in
headquartered in New York, and its affiliates ha
London, Rome, San Diego, Sydney and Toronto.

About Eurocastle Investment Limited

tive investment and asset management firm founded in
apital currently under management. Fortress manages
vestors and high net worth individuals. Fortress is
ve offices in Dallas, Frankfurt, Geneva, Hong Kong,

Eurocastle Investment Limited is a Euro denominated Guernsey closed-end investment company that

invests in and manages a diverse portfolio consi

Eurocastle is externally managed by Fortress

sting primarily of European real estate related assets.
Investment Group. For more information regarding

Eurocastle Investment Limited, please visit www.eurocastleinv.com.
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International Administration (Guernsey) Limlted
Company Administrator l
Attn: Mark Woodall |

Tel: +44 1481 723450
Eurocastle to Announce First (E)uarter 2006 Earnings on 24 May 2006

Guernsey. 15 May 2006 — Eurocastle Investment Limited (Euronext Amsterdam: ECT) today
announces that it will release the Company’s} financial results for the first quarter ended 31 March
2006 on Wednesday, 24 May 2006 before the market opens. In addition, management will host an
earnings conference call at 4:00 P.M. London% time (11:00 A.M. New York time) later that day. All
interested parties are welcome to participate ();n the live call. You can access the conference call by
dialing +1-866-323-3742 (from within the U.S.) or +1-706-643-0550 (from outside of the U.S.) ten
minutes prior to the scheduled start of the call; please reference “Eurocastle First Quarter Earnings

Call.”

A webcast of the conference call will be available to the public on a listen-only basis at
www.eurocastleinv.com. Please allow extra time prior to the call to visit the site and download the
necessary software required to listen to the internet broadcast. A replay of the webcast will be
available for three months following the call.

For those who are not available to listen to the live call, a replay will be available until 11:59 P.M.
New York time on Wednesday, 31 May 2006/ by dialing +1-800-642-1687 (from within the U.S.) or
+1-706-645-9291 (from outside of the U.S.); please reference access code “9019196.”

Eurocastle Investment Limited is a Euro denominated Guernsey closed-end investment company
that invests in and manages a diverse portfolio consisting primarily of European real estate related
assets. For more information regarding Euroc‘lastle Investment Limited and to be added to our email
distribution list, please visit www.eurocastleinv.com.




|
|
|

Contact:

International Administration (Guernsey) Limited
Company Administrator
Attn: Mark Woodall
Tel: +44 1481 723450

EUROCASTLE INVESTMENT LIMITED

Eurocastle Announces a Dividend of €0.30 Per Share for the First Quarter 2006

Guernsey. 17 May 2006 — Eurocastle Investme

nt Limited (“Eurocastle”) (Euronext Amsterdam:

ECT) announced today that its Board of Directors has declared a quarterly cash dividend of €0.30
per share for the quarter ended 31 March 2006. |The €0.30 per share dividend is payable on 2 June
2006 to holders of record of Eurocastle’s shares on 17 May 2006.

About Eurocastle

Eurocastle Investment Limited is a closed-ended investment company which invests primarily in
German commercial real estate assets and real estate related debt. The Company is Euro
denominated and is listed on Euronext Amstierda.m under the symbol “ECT.” Eurocastle is
managed by Fortress Investment Group, a glo})al alternative investment and asset management
firm with over $20 billion in equity capital currently under management. For more information
regarding Eurocastle Investment Limited and to|be added to our email distribution list, please visit

www.eurocastleinv.com.




EUROCASTLE INVESTMENT LIMITED (the "Company'')

NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that an Annual General Meeting of the Shareholders of the Company will be held at the offices of
International Administration (Guernsey) Limited at the Borough House, Rue due Pre, St Peter Port, Guernsey GY1 3RH, Channe!l
Islands on Wednesday, 31 May 2006 at 1:00 PM Guernsey time to consider and, if thought fit, approve the following resolutions
which will be proposed as ordinary resolutions :

ORDINARY BUSINESS

1. To receive and consider the profit and loss accoun

and balance sheet of the Company, and the reports of the Directors

and the Auditors thereon for the year ended 31 December 2005.

2. To re-elect Mr. Keith Dorrian as a Director.

3. To reappoint Emnst & Young LLP, 1 More London

Place, London, SE1 2AF as Auditors of the Company to hold office

from the conclusion of this meeting until the conclusion of the next general meeting at which accounts are laid before the
Company and authorise the Directors to determine their remuneration. ‘

By order of the Board

International Administration (Guernsey
Secretary
21 April 2006

Registered Office:

c¢/o International Administration (Guernsey) Li
Suite 6, Borough House

Rue du Pre

St Peter Port

Guernsey GY1 3RH

Channel Islands

NOTES:

L.

) Limited

mited

A member entitled to attend and vote at the annual general meeting is entitled to appoint a proxy (or proxies) to attend and

vote instead of him. A proxy need not be a member of t

jhe Company. A form of proxy is attached which should be completed

in accordance with the instructions printed on it. The abpointment of a proxy will not prevent a member from subsequently

attending and voting at the meeting in person. If you do
of proxy as soon as possible.

not intend to attend the meeting, please complete and return the form

To be effective a form of proxy, and any power of attorey or other authority under which it is executed (or a duly certified
copy of any such power or authority), must be deposited at the offices of the Company's Registrar, Anson Registrars Limited.
PO Box 426, Anson House, St George's Place, St Georges Esplanade, St Peter Port, Guernsey, Channel Islands GY1 3WX

(Tel: +44 1481 711301. Fax: +44 1481 729829) not les
meeting or (in the case of a poll taken otherwise than
taking of the poll at which it is to be used.

Copies of all terms and conditions of appointment of Di
registered office during business hours on any weekday
for inspection at the place of the meeting for 15 minutes

Entitlement to attend and vote at the meeting, and the
reference to the Company’s register of members 48 h
before the time fixed for the adjourned meeting (as the
such time will be disregarded.

s than 48 hours before the time for holding the meeting or adjourned
at or on the same day as the meeting or adjourned meeting) for the

rectors of the Company are available for inspection at the Company’s
(Saturdays and public holidays excluded) and will also be available
before and during the meeting.

number of votes which may be cast thereat, will be determined by
ours before the time of the meeting or, if the meeting is adjourned,
case may be). In each case, changes to the register of members after




l
i
|
|

EUROCASTLE iNVESTMENT LIMITED
FOilM OF PROXY

FOR USE AT THE ANNUAL GENERAL MEETING TO BE HELD ON WEDNESDAY, 31 MAY 2006.

......................................................................................

being a member/members of the above named Company HEREBY APPOINT the Chairman of the

Meeting or failing him

as my/our proxy to vote for me/us and on my

resolutions) which may come betfore the Annua

/our behalf at the Annual General Meeting of Eurocastle
Investment Limited to be held on Wednesday, 31 May 2006 and at any adjournment thereof. I/we instruct
my/our proxy to vote as indicated below in respect of the Resolutions set out in the Notice of Annual
General Meeting and at his/her discretion injrespect of any other business (including amendments to
1 General Meeting.

ORDINARY RESOLUTIONS

FOR

AGAINST

ABSTAIN

1. To receive and consider the profit and loss accour
balance sheet of the Company and the reports of the

1t and

Directors and the Auditors therein, for the year ended 31

December 2005.

2. To re-elect Mr Keith Dorrian as a Director.

3. To reappoint Ernst & Young LLP of 1 More Lon

Place, London, SE1 2AF as Auditors of the Compan

don
y to

hold office from the conclusion of this meeting unti} the
conclusion of the next general meeting at which acc:ounts
are laid before the Company and authorise the Directors to

determine their remuneration.

NOTES

1. Please indicate with an “X” in the appropriate boxes how you wish the proxy to vote. In the absence of any instructions,
the proxy may vote or abstain as he or she thinks fit on the resolutions specified above.

2. If you wish to appoint a person other than the Chairman as your proxy you should delete the words "the Chairman of the
Meeting or failing him", insert your own choice in the space provided and initial the amendment. A proxy need not be a

member of the Company.

3. Any alterations to this Proxy Form should be initialled.

4. The instrument appointing a proxy shall be in writing under the hand of the appointer or of his attorney duly authorised in
writing or if the appointer is a corporation either under the common seal or under the hand of a duly authorised officer or
attorney and need not be witnessed.

S. In the case of joint holdings the signature of any holder is sufficient but the vote of the senior holder who tenders a vote
(whether in person or by proxy) shall be accepted to the exclusion of the other joint holders; for this purpose seniority
shall be determined by the order in which names stand in the register of members.

|

6. If you complete and return this Form of Proxy, it will not prevent you from attending in person and voting at the Meeting
should you subsequently decide to do so.

7.

Please return this Form of Proxy in accordance with the instructions set out in the note 2 to the Notice of the Meeting.
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This Prospectus comprises a prospectus refating 1o the Comg
of the Financial Services and Markets Act 2000 as amende

The Company has the necessary consent from the Guern
Ordinances, 1959 to 1989, for the raising of money by the iss
States of Guernsey Policy Council accept any responsibility
statements made or opinions expressed with regard thereto.

any prepared in accordance with the Prospectus Rules made under Section 73A

d.

ey Policy Council under the Control of Borrowing (Bailiwick of Guernsey)
ue of New Shares. Neither the Guemsey Financial Services Commission nor the
for the financial soundness of the Company or for the correctness of any of the

The Company and the Directors of the Company, whose nam

es appear on page 394, accept responsibility for the information contained in this

Prospectus. To the best of the knowledge and belief of the Company and the Directors (who have taken all reasonable care to ensure (hat such
is the case) the information contained in this Prospectus is in accordance with the facts and does not omit anything likely to affect the import
of such information. Deutsche Bank. Goldman Sachs, Morgan Stanley & Co. International Limited. DKW and Kempen are acting for the
Company and for no one else in connection with the Offer and will not be responsible to anyone other than the Company for providing the
protections afforded to clients of Deutsche Bank, Goldman Sachs, Morgan Stanley & Co. International Limited, DKW and Kempen. nor for
giving advice in relation to the Offer or any other matter referred to herein.

Investment in the Company involves significant risks and spe

factors in the section entitled ~“Certain Risk Factors™ in thi.?

cial considerations. The auention of prospective investors is drawn to the risk
Prospectus.

Eurocastle EInvestment Limited

(incorporated in Guernsey on 8 Augusi 2003 under the Cq
!

mpanies (Guernsey) Law. 1994 (as amended) with registered number 41058)

|
Prospectus

Offer of 11,667,000 Ordinary S

hares at an Offer Price of €30 per Share

to raise appll}oximate]y €350 million

Ordinary Share Capital l'mme.diale/.\' Jollowing Admission of Offer Shares

Authorised

Unlimited

Ordinary Shares

Of no par value

(1) Assumes no exercise of the Over-allotment Option.

(2) Excludes the Investment Shares which will only be issued on closing of the Dresdner Acquisition.

The closing price of the Shares on Euronext Amsterdam on

Eurocastle Investment Limited is offering Offer Shares under
may acquire, or procure acquirers for, a number of Over-a
available in the Offer (before any exercise of the Qver-allo
resulting from stabilisation transactions.

27 January 2006 was €29.75.

- .. - . -
the Offer. In addition, Morgan Stanley & Co. Intematioi: mited” or 1!5&1231(,
lotment Shares equal to up to 10% of the aggregate number of‘::%ffer SiPes
ment Option) at the Offer Price to cover over-allocations-and slfort positions
IR o

; - Sy
The Qffer Shares 1o be made available pursuant to the Offer will, on their Admission, rank pari passu in all respects with the existing Shares,

including for all dividends and other distributions declared.

Application has been made for all of the New Shares in the
trading on Euronext Amsterdam’s market for listed securities
dealings in the Offer Shares will commence on 1 February 20
and that dealings in the Investment Shares will commence o

This Prospectus does not constitute an offer to scll, or the

;made or paid on the Shares after their Admission.

Company to be admitted to listing on Eurolist by Euronext Amsterdam and to
Tt is expected that Admission of the Offer Shares will become effective and that
06. It is expected that Admissjon of the Tnvestment Shares will become effective
n the date of closing of the Dresdner Acquisition.

solicitation of an offer to subscribe for or buy, Shares to any person in any

jurisdiction to whom or in which such offer or solicitation is unlawful. and. in particular, is not for distribution in the United States. Australia.

Canada or Japan or to U.S,,
Securities Act or any other applicable law of the United State
to certain exceptions, the Shares may not be offered or seld in

of, any national, resident or citizen of the United States. Aus

persons {a) reasonably believed to be “‘accredited investors™
reliance on the exemption from the registration requircments
from, or in a transaction not subject to, the registration re;

Australian, Canadian or Japanese persons. The Shares have not been and will not be registered under the

. or under the applicable securities laws of Australia, Canada or Japan. Subject
the United States. Australia, Canada or Japan or to, or for the account or benefit
tratia. Canada or Japan. Shares may be purchased in the United States only by
within the meaning of the Securities Act or “qualified institutional buvers™ in
of the Securities Act provided by Rule 144A, or pursuant to another exemption
quirements of the Securities Act and (b) who are “qualified purchasers”™ or

“knowledgeable employees™ within the meaning of the ln\‘es{tmem Company Act. The Company will not be registered under the Investment

-Company Act. and investors will not be entitled to the bene

Prospective investors are hereby notified that sellers of the S
Securities Act provided by Rule 144A or another exemptior

fits of such Act,

hares may be relying on the exemption from the provisions of Section S of the
1 from the registration requirements of the Securities Act. The Shares are not

transferable except in compliance with the restrictions deseribied under “Transfer Restrictions.” In addition, prospective investors should take
note that the Shares may not be acquired by investors using assets of any retirement plan or pension plan that is subject to Title 1 of ERISA or

Section 4975 of the Code. Prospective investors are also noti
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The Company invests primarily in European
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real estate investments and European real estate related debt. In

response to opportunities the Company currently sees in the commercial real estate sector in Germany, the
Company is currently focusing on commercial real estate investments in the German market.

The Company’s investment objectives are
through prudent asset selection and the use

substantially, but not exclusively, two distinct ca

European Real Estate Investments

Investments within this category fall into tw

(i)  European Real Estate Assets
The Company acquires direct interests
real estate represented (on an unaudit
(i)  Other European Real Estate Investme

o deliver stable dividends and attractive risk-adjusted returns
of appropriate financing structures. The Company targets
tegories of investment:

o principal sub-categories:

in real estate. As of 30 September 2005, investments in direct
ed basis) approximately 21% of the Company’s gross assets.

nts

The Company also makes investment:

real estate assets. An example of such

(“FIP") it acquired in July 2005. As

which, while not direct real estate assets, give it exposure to
an investment is the units in FIP — Fondo Pubblici Immobili
of 30 September 2003, investments falling in this sub-category

represented (on an unaudited basis) approximately 9% of the Company’s gross assets.

European Real Estate Related Debt

Investments within this category fall into tw

(i) European Real Estate and Other Assel
I
The Company acquires moderately o
mortgage backed securities ("CMBS
residential mortgage backed securities
credit rating, determined by internatio
30 September 2005 (on an unaudited
backed securities represented 62% of

(i1) European Real Estate Related Loans

The Company acquires loans made at 1

o principal sub-categories:
Backed Securities

redit sensitive asset backed securities, including commercial
'), real estate related asset backed securities (“ABS”) and
“RMBS™). The Company generally targets investments with a
nally recognised rating agencies, from A down to BB. As of
basis), its investments (including restricted cash) in these asset
the Company’s gross assets with an average rating of BBB+.

hoderate leverage levels to well capitalised real estate operators

with established track records. These loans include real estate related B Notes. mezzanine loans, bank
loans and real estate loans. As of 30 September 2005 (on an unaudited basis), its investments in real

estate related loans represented 5% (b

y carrving value) of the Company’s gross assets.
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Underpinning the Company’s investment activities is a disciplined approach to acquiring, financing and
managing assets with moderate credit risk. The Company seeks to diversify its investments by asset type,
industry, location, issuer and tenant in order to minimise the risk of capital loss and to enhance the terms of the
Company’s financing structures. The Company manages its credit exposure through this diversification and also
through ongoing asset selection and surveillance.

The Company employs leverage in order to meet its return objectives. The extent of leverage is dependent
upon the nature and credit quality of the relevant assets. As of 30 September 2003, the Company’s debt to equity
ratio (on an unaudited basis) was approximately 4 to 1 or 80% of gross asset value. The Company utilises
multiple forms of financing, including collateralised debt obligations (**CDOs’™"), term loans and short term
financing in the form of repurchase agreements.

The Company aims, where possible, to structure borrowings which finance its non-direct real estate
investments as match-funded so as to minimise interest rate, refinancing and currency risks. In the case of real
estate investments, where practicable, it seeks to structure the terms of its borrowings to ensure that such
borrowings can be refinanced or maintained to avoid the Company being forced to sell its investments
prematurely.

Recent Developments
European Real Estate Investments

Drive S.3 r1., a wholly-owned indirect subsidiary of the Company, signed an agreement with Dresdner Bank
AG on 22 December 2005 under which, subject to various customary conditions. it will acquire for approximately
€2 billion all of the units in DresdnerGrund-Fonds, a German public open ended real estate fund that, on
completion of the acquisition, will own a portfolio of 303 commercial properties in Germany.

The Company expects completion of the Dresdner Acquisition to occur in February 2006 and to fund it with
equity and debt financing. The Company is currently negotiating the definitive terms of the debt financing with a
group of financial institutions, including Deutsche Bank, which is one of the Joint Bookrunners of the Offer. 1t
expects to raise the equity through a combination of an investment by the Fortress Funds and this Offer. For
additional information on the equity investment by the Fortress Funds, see “Recent Developments — Dresdner
Acquisition Financing” in Part Il of this Prospectus and the summary of the Investment Agreement in
paragraph 7.15 of Part VI of this Prospectus.

The Company has continued to enter into purchase agreements for retail assets that form part of the Truss
Portfolio. The Company has committed to purchase a further nine assets (with an aggregate purchase price of
approximately €21 million) in addition to the 31 assets it had already committed to acquire.

European Real Estate Related Debt

Between 7 December 2005 and 12 January 2006, the Company acquired approximately €148 million of
securities and approximately €6 million of real-estate backed loan interests {or instruments allowing economic
exposure to loans).

The Manager

The Company is externally managed by Fortress Investment Group LLC. Fortress is a global alternative
investment and asset management firm with approximately U.S.$16 billion of equity capital currently under
management'"’. The Manager provides the Company with access to investment opportunities through its existing
business relationships. The Manager’s principals have an average of 20 years’ expertise in the fields of real estate
investment, asset-based investing, financing and risk management.” They have been involved in acquisitions of
over U.S5.839 billion of assets (of which U.S.$15 billion of such assets are in Europe) and issues of over
U.S.SZOIbillion of asset backed securities (of which U.S.510 billion of such securitics have been issued in
Europe)”.

The Manager has agreed that it will not raise or sponsor any new investment fund, company or vehicle
whose investment policies, guidelines or plans target, as its primary investment category, investment in credit
sensitive European real estate related securities (it being understood that no such fund, company or vehicle shall

(1) Source: Fortress Investment Group LLC

(2) Source: Fortress Investment Group LLC




be prohibited from investing in credit sensitive European real estate related securities other than as its primary
investment category).

Dividend policy

The Company’s policy is to pay all or substantially all of its earnings in the form of regular quarterly
dividends to Shareholders, and the Directors intend to continue this policy. Since the initial public offering in
June 2004, the Board of Directors of the Company has declared total dividends of €1.68. The dividend per Share
for the year ended 31 December 2004 was €0.63. The dividend per Share for the three month periods ended
31 March, 30 June, 30 September and 31 Deéember 2005, was €0.33, €0.35, €0.37 and €0.37 respectively

providing a dividend per Share for the vear endrd 31 December 2005 of €1.42.

The New Shares will be entitled to receive the dividend in respect of the quarter ending 31 March 2006. In
the absence of counteracting factors, and given the expected timing of completion of the Dresdner Acquisition,
this is likely to result in the dividend per Share for that quarter being lower than it might otherwise have been.

Listing on Euronext Amsterdam

The Company’s Shares were admitted to listing on Eurolist by Euronext Amsterdam and to trading on
Euronext Amsterdam’s market for listed securities on 15 December 2005, and the Company’s London listing was
cancelled on 22 December 2005.

The Offer

Offer Shares will be issued pursuant to the Offer. Further Shares representing up to 10% of the Otfter Shares
available in the Offer (before exercise of the Over-allotment Option) may be issued pursuant to the Over-
allotment Option. In addition, the Company has éranted to the Manager Options representing the right to acquire
10% of the number of Offer Shares offered and sbld in the Offer at an exercise price per Share equal to the Offer
Price (subject to adjustment if the Over-allotment Option is exercised) together with the number of Offer Shares
being issued to Directors. For additional information on the Options granted to the Manager see ““Manager’s Fees
and Incentive Compensation — Manager’s Options™ in Part 1V of this Prospectus.

Lock-up arrangements

The Company bas agreed in the Underwriting Agreement not to issue any Shares (other than Investment
Shares and Shares issued pursuant 1o the Offer) the Over-allotment Option and the Manager's Options) for a
period of 90 days from Admission of the Offer Shares (subject to certain exceptions, including where the
Underwriters have given their consent to the issue or sale, as the case may be).

Use of proceeds

The Company is seeking to raise further equity having used substantially all of the proceeds of its offering in

June 2005 to fund the acquisition of investment% and repayment of debt.

Assuming the Over-allotment Option and the Manager’s Options are not exercised, it is expected that the
Offer will raise approximately €339 million of r{et proceeds (after deduction of underwriting commissions and
other expenses payable by the Company in conn'lection with the Offer). All of the net proceeds will be used to
fund the Dresdner Acquisition. 1f the Company does not complete the Dresdner Acquisition, it will use such net
proceeds to acquire further investments in accordance with its investment guidelines to increase the size and
diversification of its portfolio. To the extent the Company does not use the net proceeds to acquire investments in
the near term, it will use the net proceeds to repay amounts outstanding under its revolving debt facilities and
reduce funding costs until such time as funds are required for further investments, at which point the Company

will redraw to fund such investments.
Risk Factors
An investment in Shares is subject to a number of risks. certain of which are highlighted below.

Risks relating to the Company’s business include:

*  The Company’s ability to generate its desired returns may be adversely affected if it is unable to source or to
compete successtully for appropriate investments.




The value of the Company’s investments may fluctuate as a result of factors such as changes in regulatory
requirements and applicable laws, political and economic conditions in certain geographic locations, the
condition of financial markets, the financial condition of and any consequential default by the obligors,
issuers of the investments, tenants or customers, developments or trends in any particular industry,
potentially adverse tax consequences, enhanced accounting and control expenses.

A significant proportion of the Company’s ABS investments will be subordinated to the rights of more
senior securities, and as a result have a higher risk of loss as a result of losses or delinquencies on the
underlying assets.

The investments which the Company holds are generally illiquid, and the securities that the Company may
purchase in connection with privately negotiated transactions may not be registered under relevant securities
laws, resulting in restrictions on their wransfer, sale, pledge or other disposition except in a transaction that is
exempt from the registration requirements of, or as otherwise in accordance with, those laws. Properties that
the Company has purchased and may purchase also are generally illiquid investments. Such illiquidity may
affect the Company’s ability to vary its portfolio or dispose or liquidate part of its portfolio in a timely
fashion and at satisfactory prices in response to changes in economic, real estate market or other conditions
and this could have an adverse affect on the Company’s financial condition and results of operations.

All of the Company’s direct real estate assets are, or will be, located throughout Germany, and therefore the
Company’s performance depends substantially on the German economy and other factors affecting German
real estate values.

The Company leverages its portfolio through borrowings and the Company’s return on investments and cash
available for distribution to Shareholders may be reduced to the extent that changes in market conditions
cause the cost of these borrowings to increase relative to the income that can be derived from the Company’s
underlying assets. The Company’s reliance upon income from its investments to service its borrowings may
affect its ability to meet its debt service obligations, and delays in obtaining suitable financing may impair
the Company’s ability to acquire suitable investments. In the extreme, the use of leverage may lead to a
complete loss of the value of Shareholders’ investment in the Company.

A key to the Company’s investment strategy is to finance its real estate related debt investments using non-
recourse match-funded financing structures which aim to match assets and liabilities with respect to
maturities and interest rates and so limit re-financing risk. With respect to real estate investments, the
Company’s strategy is to structure the terms of its borrowings to ensure that they can be re-financed or
maintained to avoid the Company being forced to sell its assets prematurely. There is a risk that the
Company may not be able to employ this strategy with respect to certain of its investments, which may
expose the Company to refinancing risks or require the Company to employ alternative financing structures
with less favourable economic terms.

Changes in tax laws or their interpretation could affect the intended treatment of investments using SPVs in
a manner that results in the Company’s retumns being reduced.

Risks relating to the Company include:

The Company’s ability to pay dividends will depend on it receiving sufficient earnings from its underlying
investments.

The Company intends in the future to issue additional Shares in subsequent public offerings or private
placements. The Company is not required under Guernsey law to offer such shares to existing Shareholders
on a pre-emptive basis, and such future Share issues may dilute existing Shareholders’ interests in the
Company.

Risks relating to the Investment Manager include:

The Company is reliant upon the Manager who has significant discretion as to the implementation of the
Company’s operating policies and strategies. The Company is subject to the risk that the Manager will
terminate the Management Agreement and that no suitable replacement will be found. In addition, that the
Directors believe that the Company’s success depends to a significant extent upon the experience of the
Manager’s executive officers, whose continued service is not guaranteed. The departure of a key executive of
the Manager may have an adverse affect on the performance of the Company.

While the Manager does not currently manage any investment vehicle whose core business competes
directly with the Company. and while the Management Agreement prevents the Manager from raising or
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sponsoring a vehicle whose investment policies, guidelines or plans target as its primary investment
category, investment in credit sensitive European real estate securities, the Manager is otherwise not limited
or restricted from engaging in any business or managing any other vehicle that invests in Target Investments.
The Manager or its affiliates manage and invest in other investment vehicles which have investment
objectives which overlap with those of the ¢0n1pany, and members of the Board of the Directors may serve
as officers and/or directors of these other e[ntities. Accordingly, it is possible that investment opportunities
which meet the Company’s investment objectives may not be offered by the Manager to the Company.
These relationships may lead to conflicts of interest.

Termination of the Management Agreement may be difficult and costly. Unless terminated for cause, and
even if terminated on an anniversary date, the Manager must be paid a termination fee equal to the amount
of management fee incurred by the Manager during the 12 month period preceding such termination. In
addition, following any termination of the Management Agreement, unless the Company, either at the
Manager’s request or at its own volition, purchases the Manager’s right to receive incentive compensation at
its fair market value, the Company must|continue to pay the incentive compensation to the Manager
following termination or expiration of the Managemem Agreement which payments could continue for an
indefinite period of time. These provisions may increase the effective cost to the Company of terminating the
Management Agreement.




OFFER STATISTICS

Offer Price €30
Number of Offer Shares being offered'” 11,667,000
Number of Shares subject to Over-allotment Option'” 1,166,700
Number of Shares in issue following the Offer'” 35,876,670
Note:

(1) Assumes no exercise of the Over-allotment Option.

(2) The number of Shares subject to the Over-allounent Option is 10% of the number of Shares available in the Offer.

Assuming the Over-allotment Option and the Manager’s Options are not exercised, it is expected that the
Offer will raise approximately €339 million of net proceeds for the Company (after deduction of underwriting
commissions and other expenses payable by the Company in connection with the Offer).

EXPECTED TIMETABLE

Admission to listing of the Offer Shares on Eurolist by Euronext Amsterdam and

commencement of trading on Euronext Amsterdam’s market for listed securities 1 February 2006
CREST UK accounts credited in respect of Offer Shares in uncertificated form 1 February 2006
Share certificates in respect of Offer Shares issued in certificated form expected to be

dispatched (or as soon as practicable thereafter) 1 February 2006
Admission to listing of the Investment Shares on Eurolist by Euronext Amsterdam and

commencement of trading on Euronext Amsterdam’s market for listed securities February 2006'"
Note:

(1) The Investment Shares will be issued and admitted to listing on the date of closing of the Dresdner Acquisition.

Each of the dates in the above timetable is subject to change. Reference 1o times are the London time unless
otherwise stated. Temporary documents of title will not be issued.

The Company’s ISIN is GBOOBOICS5N27.




CERTAIN RISK FACTORS

General

An investment in the Company is suitable
risks of such an investment and who have suffici
to the whole amount invested) which may resul
Company’s investment objectives will be achieve
risks and the other information contained in this
Investors should immediately seek their own g
financial adviser authorised under the Financial
advisers and accountants.

Prospective investors should be aware th

nly for investors who are capable of evaluating the merits and
ent resources to be able to bear any losses (which may be equal
from such an investment. There can be no assurance that the
d. Prospective investors should carefully review and evaluate the
Prospectus before making a decision to invest in the Company.
sersonal financial advice from their independent professional
Services and Markets Act 2000 or other advisers such as legal

at the value of the Shares and the income from them may

decrease and that they may not realise their initial investment. In addition, the market price of Shares may

be less than the underlying value of the Company’s net assets.

The risks set out below are the risks which
only risks relating to the Company or an investm
the Company does not currently consider to be

Risks Relating to the Business

The Company has a limited operating history,
the Shares

The Company commenced operations in Oc

the Directors currently consider to be material but are not the
ent in the Company. There may be additional material risks that
material or of which the Company is not aware.

Iand, accordingly, it is difficult to evaluate an investinent in
|
:tober 2003 and closed its first CDO transaction on 8 June 2004.

It closed two further CDO transactions on 28 Apr}‘i] 2005 and 5 May 2005 and acquired a portfolio of German real
estate assets from Deutsche Bank in December 2004. It acquired three further portfolios of real estate assets in
Germany between June and November 2005 and approximately 11% ot the Class A Units in FIP, a real estate

investment fund promoted by the Italian Ministry
Drive S.a rl.,, a wholly-owned indirect subsidiary
It is difficult to evaluate the Company’s future
operating history. The results of the Company’s o

of Economy and Finance, in July 2005. On 22 December 2005,
of the Company, committed to acquire the Dresdner Portfolio.
prospects and an investment in the Shares due to its limited
perations will depend on many factors, including the availability

of opportunities for the acquisition of assets, the level and volatility of interest rates, readily accessible short-term

and long-term funding alternatives, conditions in

The Company’s ability to generate ils desired r
suitable investment opportunities

The ability of the Company to effectivel
investment returns may be limited by its ability ¢
as the Company is able to invest in suitable inv

the financial markets and economic conditions.

eturns will depend on its ability to identify and invest in

implement its investment strategy and achieve its desired
o identify and acquire appropriate investments. Until such time
estments, its funds may not be fully invested. The Company’s

funds may be held on cash deposit pending inveis[ment.

In addition, the Company may be subject to significant competition in seeking investments. Some of the

Company’s competitors may have greater resour
for investments. Furthermore, competition for in

ces, and the Company may not be able to compete successfully
‘estments may lead to the price of such investments increasing

which may further limit the Company’s ability to generate its desired returns.

Extensive borrowings may adversely affect the
amount of cash available for distribution to sh

The Company leverages its portfolio througl
repurchase agreements, mortgage loans, securitis
The extent of the borrowings depends on the
estimate of the stability of the portfolio’s cash fi
to 95% of the value of the Company’s gross ass

€
|

Company’s return on its investments and may reduce the

i
areholders

borrowings, generally through the use of bank credit facilities,
ations, including the issuance of CDOs, and other borrowings.
Company’s ability to obtain credit facilities and the lender’s
w. The Company has a policy limiting its overall indebtedness
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ts on an aggregate basis. The Company’s return on investments

and cash available for distribution to holders of the Shares may be reduced to the extent that changes in market

conditions cause the cost of these borrowings t
Company’s underlying assets.

increase relative to the income that can be derived from the




Due to its extensive borrowings and its reliance upon income from its investments to service these
borrowings, the Company may not be able to meet its debt service obligations, and, to the extent that it cannot, it
risks the loss of some or all of its assets to foreclosure or sale to satisfy its debt obligations.

Delays in obtaining suitable financing (including through borrowing) may impair the Company’s ability to
acquire suitable investments, and, as a result, the Company may not achieve its desired investment returns.

The Company may finance certain of its investments through repurchase agreements. A decrease in the value
of the assets may lead to margin calls which will have to be satisfied and which may reduce the value of
Shareholders’ investment in the Company. The Company may not have the funds available to satisfy any such
margin calls, which would result in foreclosure by the lenders on the assets.

In the extreme, the use of leverage may lead to a complete loss of the value of Shareholders’ investment in
the Company.

The Company will be exposed to refinancing risk if it is not able to inatch-fund its assets and liabilities

A key to the Company’s investment strategy is to finance its real estate related debt investments using non-
recourse match-funded financing structures, which aim to match assets and liabilities with respect to maturities
and interest rates. This technique is intended to limit the Company’s refinancing risk, including the risk of being
unable to refinance an investment or refinance on favourable terms. With respect to real estate investments, the
Company’s strategy is, where practicable, to structure the terms of its borrowings to ensure that such borrowings
can be refinanced or maintained to avoid the Company being forced to sell its investments prematurely. However,
there is a risk it may not be able to employ this strategy with respect to certain of its investments, which may
expose the Company to refinancing risks. In addition, such alternative financing structures may have less
favourable economic terms.

In addition., when financing investments through CDO issuances, the Company generally expects to
accumulate securities through an arrangement in which a third party provides short-term financing pending the
issuance of the CDO securities on the security of a cash deposit with such third party. Under such arrangement, if
such CDO financing were not consummated. the Company would be required either to purchase the securities and
obtain other financing for such purchase, or to pay the third party the lesser of the difference between the price it
paid for the securities and the price it sold such securities or the Company’s deposit.

If the Company breaches covenants under its financing agreements it could be forced to sell assets

The Company intends to be party to various loan, repurchase and other financing agreements which are
likely to contain financial covenants that could, among other things, require it to maintain certain financial ratios.
Should the Company breach the financial or other covenants contained in any loan, repurchase or other financing
agreement, the Company may be required immediately to repay such borrowings in whole or in part, together
with any attendant costs. If the Company does not have sufficient cash resources or other credit facilities available
to make such repayments, it may be forced to sell some or all of the assets comprising its investment portfolio. To
the extent that the Company’s borrowings are secured against all or a portion of its assets, a lender may be able to
sell those assets. Moreover, any failure to repay such borrowings or, in certain circumstances, other breaches of
covenants under the Company’s loan or repurchase agreements could result in the Company being required to
suspend payment of its dividends.

Cross-default provisions in the Company’s financing arrangements could result in a substantial loss for the
Company

The Company’s financing arrangements may contain cross-default provisions such that a default under one
particular financing arrangement could automatically trigger defaults under other financing arrangements. Such
cross-default provisions could therefore magnify the effect of an individual default, and, if such a provision was
exercised, result in a substantial loss for the Company.

Changes in tax laws or their interpretation could affect the intended tax treatment for investments using
Special Purpose Vehicles

The Company holds a substantial amount of its investments through SPVs. For tax and other reasons, the
Company’s investments in the SPVs are likely to be funded wholly or partly by way of a series of debt
instruments with the equity of such SPVs held by one or more third parties. The Company structures its SPVs so
that they are substantially exempt from income taxes in their jurisdiction of incorporation and conducts their
affairs so as not to be subject to, or subject to minimal, income tax in the jurisdictions in which they operate.
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Further the Company structures the SPVs so that
distributions made by, or on realisations of, the

However, tax laws may change or be subjec

that the tax consequences of a particular investm

made or the SPV has been established with the re

tax or the SPVs themselves may become liable

reduced. The Company and the SPVs will be s

incorporation and in each jurisdiction of their re

hey only hold assets that are not subject to withholding taxes on
assets.

t to differing interpretations, possibly with retroactive effect, so
ent or SPV structure may change after the investment has been
sult that investments held by SPVs may be required to withhold
to tax, in each case resulting in the Company’s returns being
ubject to such risk both in the jurisdiction of their respective
spective operations.

Many of the Company’s ABS investments are in subordinated securities
¥ pany :

A significant portion of the Company’s ABS investments consist of securities that are subordinated in right

of payment and ranked junior to other securities
assets.

that are secured by or represent ownership in the same pool of

In general, losses on a mortgage loan included in a securitisation will be borne first by a cash reserve fund or

letter of credit, if any, and then by the “‘first los!s” subordinated security holder. The “first loss’” holder is the
holder of the most junior securities, being the se'curities most at risk if the value of the collateral falls below the
loan amount. In the event of default and the exbhustion of any equity support, reserve fund, letter of credit and

any classes of securities junior to those in which
all of its investment in the securities purchase
overvalued by the originator of the loan, or if th

available to satisfy interest and principal payment

which the Company invests may effectively bec

In addition. certain of the Company’s inves
and/or principal to more senior classes when tk

levels. As a result of these features, subordinated
or losses on the underlying assets.

Subordinated securities generally do not ha

the Company invests, the Company may not be able to recover
1. In addition, if the underlying mortgage portfolio has been
e values subsequently decline, and, as a result, less collateral is
s due on the related mortgage backed securities, the securities in
me the “first loss™ position behind the more senior securities.

tments have structural features that divert payments of interest
e delinquency or loss experience of the pool exceeds certain
securities have a higher risk of loss as a result of delinquencies

ve the right to call a default or vote on remedies following a

default unless more senior securities have been paid in full. As a result, a shortfall in payments to subordinated
investors in asset backed securities will generally not result in the default being declared on the relevant
transaction and the transaction will not be restfructured or unwound first. Furthermore, because subordinated
securities may represent a relatively small perceﬁtage of all securities secured by the same asset pool, the impact

of a relatively small loss on the overall pool ma

The prices of lower credit quality securities
highly rated investments, but more sensitive to ad
projection of an economic downturn, for examg

v be substantial on the holders of such subordinate securities.

are generally less sensitive to interest rate changes than more
verse economic downturns or individual issuer developments. A
le, could cause a decline in the price of lower credit quality

securities because the ability of obligors of mortgages underlying mortgage backed securities to make principal
and interest pavments may be impaired. In such [evem, existing credit support in the securitisation structure may
be insufficient to protect the Company against loss of its principal on these securities.

The Company’s investments may be subject to |delinquency, Joreclosure and loss

The mortgage loans underlying the monéage backed securities that the Company invests in and the
mortgage loans that the Company invests directlyjin are subject to delinquency, foreclosure and loss. Commercial
mortgage loans are secured by multi-family or commercial property and are subject to risks of delinquency and
foreclosure, and risks of loss that are greater than similar risks associated with loans made on the security of
single-family residential property. The ability o'f a borrower to repay a loan secured by an income-producing
property typically is dependent primarily upon the successful operation of such property rather than upon the
existence of independent income or assets of the borrower. 1f the net operating income of the property is reduced,
the borrower’s ability to repay the loan may be ir{1paired. Net operating income of an income-producing property
can be affected by, among other things, tenant mi[x., success of tenant businesses, property management decisions,
property location and condition, competition from comparable types of properties, changes in laws that increase
operating expense or limit rents that may be charged. any need to address environmental contamination at the
property, the occurrence of any uninsured casfua]ty at the property, changes in national, regional or local
economic conditions and/or specific industry segments, declines in regional or local real estate values. declines in
regional or local rental or occupancy rates, increases in interest rates, real estate tax rates and other operating
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expenses, changes in governmental rules, regulations and fiscal policies, including environmental legislation, acts
of God, terrorism, social unrest and civil disturbances.

Residential mortgage loans are secured by single-family residential property and are subject to risks of
delinquency and foreclosure, and risks of loss. The ability of a borrower to repay a loan secured by a residential
property is dependent upon the income or assets of the borrower. A number of factors, including a general
economic downturn, acts of God, terrorism, social unrest and civil disturbances, may impair borrowers’ abilities
to repay their loans.

In the event of any default under a mortgage loan held directly, the Company is expected to bear a risk of
loss of principal to the extent of any deficiency between the value of the collateral and the principal and accrued
interest of the mortgage loan, which could have a material adverse effect on cash flow from operations.
Foreclosure of a mortgage loan can be an expensive and lengthy process which could have a substantial negative
effect on the Company’s anticipated return on the foreclosed mortgage loan.

Residential mortgage backed securities evidence interests in or are secured by pools of residential mortgage
loans and commercial mortgage backed securities evidence interests in or are secured by a single commercial
mortgage loan or a pool of commercial mortgage loans. Accordingly, the mortgage backed securities that the
Company will invest in are subject to all of the risks of the underlying mortgage loans.

Concentration in any one industry, region or country may increase risk of defaults on debt obligations

Whilst the Company intends to diversify its portfolio of investments in the manner described in Part 11 of this
Prospectus the risk that payments on the Company’s investments could be adversely affected by defaults on debt
obligations is likely to be increased to the extent that the Company’s portfolio is concentrated in any one industry,
region or country as a result of the increased potential for correlated defaults in respect of a single industry,
region or country as a result of downturns relating generally to such industry, region or country. Except as
described in Part 1l of this Prospectus, the Company is not required to observe specific diversification criteria.

Insurance on real estate or other assets may not cover all losses

There are certain types of losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes,
terrorism or acts of war, that may be uninsurable or not economically insurable. Inflation, changes in building
codes and ordinances, environmental considerations, and other factors, including terrorism or acts of war, also
might make the insurance proceeds insufficient to repair or replace a property if it is damaged or destroyed.
Under such circumstances, the insurance proceeds might not be adequate to restore the Company’s economic
position with respect to the affected real property. As a result of the events of 11 September 2001, insurance
companies are limiting and/or excluding coverage for acts of terrorism in insurance policies. As a result, the
Company may suffer losses from the impact on investments of acts of terrorism or otherwise that are not covered
by insurance. Should an uninsured loss or a loss in excess of insured limits occur, the Company could lose capitai
invested in the affected property as well as anticipated future turnover from that property. In addition, the
Company could be liable to repair damage caused by uninsured risks. The Company would also remain liable for
any debt or other financial obligation related to that property. No assurance can be given that material losses in
excess of insurance proceeds will not occur in the future.

The investments which the Company holds are generally illiquid

The investiments which the Company holds are generally illiquid, and the securities that the Company may
purchase in connection with privately negotiated transactions may not be registered under relevant securities Jaws,
resulting in restrictions on their transfer, sale, pledge or other disposition except in a transaction that is exempt
from the registration requirements of, or is otherwise in accordance with, those laws. A majority of the securities
and loans that the Company has acquired as well as a majority of the securities that the Company may in future
acquire have been purchased or may be purchased in private, unregistered transactions and are therefore subject
to restrictions on resale or otherwise have no established trading market. Properties that the Company has
purchased and may purchase also are generally illiquid investments. Such illiquidity may affect the Company’s
ability to vary its portfolio or dispose of or liquidate part of its portfolio in a timely fashion and at satisfactory
prices in response to changes in economic, real estate market or other conditions, including, in relation to real
estate, the exercise by tenants of their contractual rights such as those which enable them to vacate properties.
This could have an adverse effect on the Company’s financial condition and results of operations. with a
consequential adverse effect on the market value of the Company’s Shares or on the Company’s ability to make
expected distributions to its shareholders.
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Fluctuations and changes in interest rates may

Changes 1n interest rates can affect the Com

cause losses

pany’s net interest income, which is the difference between the

interest income earned on interest-earning investments and the interest expense incurred on interest-bearing

liabilities. Changes in the level of interest rates

also can affect, among other things. the Company’s ability to

acquire loans and securities, the value of its securities and the Company’s ability to realise gains from the

settlement of such assets.

In the event of a significant rising interest rate environment and/or economic downturn, mortgage and loan
, . , i - s T
defaults may increase and result in credit losses that may be expected to affect the Company’s liquidity and

operating results adversely. Interest rates are highly sensitive to many factors, including governmental monetary

The Company's ability to execute its busines
a significant degree on its ability to obtain additi
ability to place the match-funded debt used to
securities investments at spreads that provide a
demand for such liabilities ceases to exist, then t
severely restricted.

- ; . . |
and tax policies, domestic and international eco

Company’s control.

nomic and political conditions, and other factors beyond the

s strategy, particularly the growth of its investments, depends to
onal capital. The Company’s CDO strategy is dependent on its
finance European real estate securities and other asset backed
positive arbitrage. 1f spreads for CDO liabilities widen, or if
he Company’s ability to execute future CDO financings will be

The Company’s operating results will depend in large part on differences between the income from its

assets, net of credit losses, and its financing costs. The Company anticipates that, in most cases, for any period
during which its assets are not match-funded, the income from such assets will respond more slowly to interest
rate fluctuations than the cost of its borrowings. tonsequent]y. changes in interest rates, particularly short-term
interest rates, may significantly influence the Company’s net income. Increases in these rates will tend to decrease
the Company’s net income and market value of assets. Interest rate fluctuations resulting in the Company’s

interest expense exceeding interest income are expected to result in operating losses for the Company.

The value of investments is subject to changes

The value of the real estate securities and o
spreads as a result of changes in interest rates an

in credit spreads

her asset backed securities will be subject to changes in credit
i market demand. The value of these securities is dependent on

the yield demanded on these securities by the market. Excessive supply of these securities or a reduced demand

will generally cause the market to require a hlgh!

“wider”, spread over a benchmark rate to val
Company’s securities portfolio would tend to dec

to decrease, or “tighten’, the value of the Conig

Furthermore, shifts in the market’s expectat
on the Company’s securities and therefore the

er yield on these securities, resulting in the use of a higher, or
ue such securities. Under such conditions, the value of the
ine. Conversely, if the spread used to value such securities were
any’s securities portfolio would tend to increase.

ons of future interest rates would also affect the yield required
r value. This would have similar effects on the Company’s

portfolio and the Company’s financial position and operations as a change in spreads.

The Company’s investments in mortgage loans will also be subject to changes in credit spreads. The value of
the loans is expected to be dependent upon the yield demanded by the market based on their credit. The value of
the Company’s portfolio would tend to decline should the market require a higher yield on such loans, resulting
in the use of a higher spread over the benchmark fate. If the value of the Company’s mortgage loan portfolio were
to decline, it could affect its ability to refinance such portfolio upon the maturity of any related financing. Any
credit or spread losses incurred with respect to the Company’s mortgage loan portfolio would affect it in the same
way as similar Josses on its Target Investments and other asset backed securities portfolio as described above.

Hedging transactions may limit gains or result|in losses

The Company intends to use derivatives for the purposes of efficient portfolio management. This strategy has
certain risks. including the risk that losses on a hedge position will reduce the cash available for distribution to
shareholders and that such losses may exceed thé amount invested in such instruments. The Company intends to
use derivative instruments, including forwards, futurex swaps and options, in its risk management strategy 10
limit the effects of changes in interest rates and tcxelgn exchange rate movements on its operations. A hedge may
not be effective in eliminating all of the risks inherent in any particular position.

The Company will also be exposed to the credit risk of the relevant counterparty with respect to relevant
payments under derivative instruments.
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Insolvency of obligors under investments may prevent payment in full or on time

Investments may be subject to various laws for the protection of creditors in the jurisdictions of
incorporation of the obligor and, if different, the jurisdictions from which the obligor conducts its business and in
which it holds its assets, which may adversely affect such obligor’s ability to make payment on a full or timely
basis. These insolvency considerations will differ depending on the country in which an obligor or its assets is
focated and may differ depending on the legal status of the obligor.

The ability of the Company to sell investments and reinvest the proceeds may be restricted

The Company may dispose of certain of its investments and reinvest the proceeds thereof in substitute
investments subject to compliance with the Company’s investment guidelines and certain other conditions,
including the terms of CDO issuances. The earnings with respect to such substitute investments will depend,
among other factors, on reinvestment rates available at the time and on the availability of investments satisfying
the investment guidelines and otherwise acceptable to the Manager. The need to satisfy such guidelines and
identify acceptable investments may require the Company to purchase substitute investments with a lower yield
than those initially acquired or require that the sale proceeds be maintained temporarily in cash which may reduce
the yield.

Disparities between the availability of suitable investments and the availability of suitable funding may lead
to inefficiencies in financing

The Company intends to acquire securities that are Target Investments and finance them on a long-term
basis.

During the period that the Company will acquire securities that are Target Investments, it may finance its
purchases through relatively short-term credit facilities. It is expected that the Company will use credit facilities
such as “warehouse” lines of credit to finance the acquisition of securities that are Target Investments until a
sufficient quantity of assets is accumulated at which time the Company may refinance these lines through a
securitisation, such as CDO issuance, or other long-term financing. As a result, the Company is subject to the risk
that it will not be able to acquire, during the period that its warehouse facility is available, a sufficient amount of
eligible securities to maximise the efficiency of a financing. In addition, conditions in the capital markets may
make the issuance of a financing less attractive to the Company when it does have a sufficient pool of collateral. If
the Company is unable to issue debt securities to long-term finance these assets, it may be required to seek such
other torms of potentially less attractive, more costly financing or otherwise to liquidate the assets.

Prepayment rates may increase, which may adversely affect the yields on investments

The value of the Company’s assets may be affected by prepayment rates on mortgage loans that serve as
collateral for certain of the investments. Prepayment rates on mortgage loans are influenced by changes in current
interest rates and a variety of economic, geographic and other factors beyond the Company’s control, and
consequently. such prepayment rates cannot be predicted with certainty. In periods of declining mortgage interest
rates, prepayments on mortgage loans generally increase. If general interest rates decline as well, the proceeds of
such prepayments received during such periods are likely to be reinvested by the Company in assets yielding less
than the yields on the assets that were prepaid. In addition, the market value of the mortgage assets may, because
of the risk of prepayment, benefit less than other fixed-income securities trom declines in interest rates.
Conversely, in periods of rising interest rates, prepayments on mortgage loans generally decrease, in which case
the Company would not have the prepayment proceeds available to invest in assets with higher yields. Under
certain interest rate and prepayment scenarios the Company may fail to recoup fully the Company’s cost of
acquisition of certain investments.

The Company may be liable for any environmental issues on or in its real estate investments

The Company may be liable for the costs of removal or remediation of hazardous or toxic substances located
on or in its real estate investments. The costs of any required remediation or removal of such substances may be
substantial. The presence of such substances, or the failure to remediate such substances properly, may also
adversely affect the owner’s ability to sell or lease the real estate or to borrow using the real estate as collateral.
Laws and regulations may also impose liability for the release of certain materials into the air or water from a real
estate investment, including asbestos, and such release can form the basis for liability to third persons for
personal injury or other damages. Other laws and regulations can limit the development of and impose liability
for the disturbance of wetlands or the habitats of threatened or endangered species.
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Property valuation is inherently subjective and uncertain

The valuation of property is inherently subjective due to the individual nature of each property. As a result,
valuations are subject to uncertainty. The valuatio!n reports in Part X1II of this Prospectus are made on the basis of
assumptions which may not prove to reflect the|true position. There is no assurance that the valuations of the

properties will reflect actual sale prices even whe

The value of the Company’s investments could
outside its control

The Company’s operating performance wou
resulting in lower capital and rental values. In the
would experience a rental shortfall, and it could

re any such sales occur shortly after the relevant valuation date.

be affected by a number of factors, some of which are

1d be adversely affected by a downturn in the property market
event of a default by a tenant or during vacancies, the Company
ncur additional expenses including legal and surveying costs in

re-letting, maintenance costs, service charges. insurances and marketing costs.
|

i
Real estate property values and net operatiﬁg income from leases can be affected by factors including the
volatility of property revenue and the relevant property’s operating leverage, which generally refers to (i) the
percentage of total property operating expenses in relation to total property revenue, (ii) the breakdown of
property operaling expenses between those that %mre fixed and those that vary with revenue, and (iii) the level of
capital expenditure required to maintain the property and retain or replace tenants.

The market value of real estate investments can be affected by factors, including, but not limited to, national,
regional and Jocal economic conditions (which may be adversely affected by business closures or slowdowns and
other factors); political conditions and events; {local property market conditions (such as an oversupply of
commercial property); perceptions by prospecti\le tenants and other users of specific properties of the safety,
convenience, condition, services and attractiveness of such properties; the proximity and availability of competing
alternatives to the properties; access to public traﬁsponation and major roads; the ability of the property manager
to provide capable management and adequate maintenance of the relevant properties; demographic factors;
consumer confidence; unemployment rates; customer tastes and preferences; retroactive changes to building or

similar regulations: and increases in operating expenses such as energy costs.

The age, construction, quality and design of]
levels as well as the rents that may be charged fi
increased maintenance costs and necessary capit
and satisfy major tenants. Also, construction will
in a timely fashion. If competing properties of a
similar properties in the vicinity of a property
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property may be substantially less.
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similar type are built in the area where a property is located or
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1ced.
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roperties to alternate uses generally requires substantial capital
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(f) changes in laws and governmental regulations in relation to real estate, including those governing
permitted and planning usage, taxes and govermment charges. Such revisions may lead to an increase
in management expenses or unforeseen capital expenditure to ensure compliance. Rights related to
particular properties may also be restricted by legislative actions, such as revisions to existing laws or
the enactment of new laws.

Risks Relating to Real Estate Investments
Risks Relating to Office Properties and Shopping Centres

Office properties and shopping centres generate a significant portion of gross rent due to the Company from
its real estate portfolio. The income from and market value of such properties are subject to a number of risks. In
particular, a given property’s age, condition, design, and access to transportation affect the ability of such a
property to compete against other similar properties in the area in attracting and retaining tenants. Other
important factors include the quality and mix of a property’s existing tenants, the quality of its property manager,
the attractiveness of the property and the surrounding area to prospective tenants and their customers, access to
public transportation and major roads and the public perception of safety in the surrounding neighbourhood.
Attracting and retaining tenants often involves refitting, repairing or making improvements to the property, in the
case of an office to accommodate the type of business conducted by prospective tenants or a change in the type of
business conducted by existing major tenants and, in the case of a centre, to. continue to attract customers and
other tenants.

Local and regional economic conditions and other related factors also affect the demand for and success of a
property. For example, decisions by companies to locate an office in a given area will be influenced by factors
such as labour cost and quality. and quality of life issues such as those relating to schools and cultural amenities.
Equally, leases at shopping centres may contain turnover rent provisions which can result in lower income during
periods of low consumer spending. The development of similar properties in proximity to the Company’s real
estate assets may lead to oversupply in the relevant area or the availability of competing property that is perceived
as more attractive than the Company’s property by tenants and/or other users of the relevant properties.

Also, changes in local or regional population patterns and employment growth influence the success of both
office properties and shopping centres and the ability of such properties to generate income and sustain market
value. In addition, an economic decline in the businesses operated by tenants can affect office buildings and cause
one or more significant tenants to cease operations and/or become insolvent. A decline in consumer spending
could have a similar effect on a shopping centre. The risk of such an adverse effect is increased if revenue is
dependent on a single tenant or a few large tenants or if there is a poor tenant mix.

Geographic Concentration; The Economy of Germany

All of the Company’s direct real estate assets are, or will be, located across Germany, and therefore the
Company’s performance depends on the strength of the local economies of such regions and of the German
economy generally and other factors affecting German real estate values. The level of economic activity in
general will affect net absorption of commercial and retail space and increases in rental rates. The economy of the
regions where the properties are located may be adversely affected to a greater degree than that of other areas of
Germany or elsewhere by developments affecting industries or other economic activity concentrated in each such
region.

A weakening of the retail and business sectors in the relevant regions or in Germany generally may
adversely affect demand for space at the properties and thus affect each such property’s operation, lessen its
market value and also lead to increased vacancy rates. Conversely. strong economic conditions could lead to
increased building activity and increased competition for tenants. In either case, the operation of the properties
could be adversely affected. Many of the Company’s German real estate assets are let to different German
retailers. Consolidation among those retailers, over which the Company would have no control, may adversely
affect the Company if it led to the closure of stores located in properties owned by the Company.

A decline in the commercial property market, in the financial condition of a major tenant or a general
decline in the Jocal. regional or national economy will tend to have a more immediate effect on the net operating
income of properties with short-term revenue sources, such as the properties, and may lead to higher rates of
delinquency or defaults under the leases at the properties.

Each of the foregoing circumstances and events may, individually or in the aggregate, adversely affect the
income from and market value of the properties.
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Risks Relating to the Company

The Company’s ability to pay dividends will depend on it receiving sufficient earnings from underlying
investients

The Company currently intends to pay quarterly dividends and to make distributions to Shareholders in
amounts such that all or substantially all of thel Company’s net income after any tax in each year, subject to
certain adjustments, is distributed. All distributions will be made at the discretion of the members of the Board of
Directors and will depend on the Company’s earnings, financial condition and such other factors as the Board of
Directors may deem relevant from time to time including limitations under Guernsey company law and any other
applicable laws or regulations. There can be no assurances that the Company will be able to pay dividends in the
future. Dividends will not be paid unless the Company generates sufficient earnings.

The Directors believe that the Company has been, and anticipate that it will continue to be, classified as a
PFIC for U.S. federal income tax purposes

Based on the Company’s income, assets andlactivities. the Directors believe that the Company has been, and
anticipate that it will continue to be classified! as a PFIC for U.S. federal income tax purposes. Unless a
U.S. investor makes an election to treat the Company as a “qualified electing fund”, or (“QEF”), or makes a

“mark-to-market”” election with respect to its Shares, ‘excess distributions” to the U.S. investor, and any gain
recognised by the U.S. investor on a dmposmon of its Shares, would be subject to adverse tax consequences.
Among other consequences, dividends paid by the Company would be taxed at the regular rates applicable to

ordinary income, rather than the 15% maximum rate applicable to certain dividends received by an individual

from a qualified foreign corporation. U.S. mvest(‘)rs that make a QEF election will be subject to tax on their pro
rata share of the Company’s earnings or net caplta] gains, whether or not they receive any distributions from the
Company. As a result, U.S. investors may recognise income in a taxable year in amounts significantly greater
than the distributions they receive from the Compfany. U.S. investors that make a mark-to-market election wil} be
required tor each taxable year that the Shares ar;e held. and upon a disposition of such Shares, to recognise as
ordinary income or loss an amount equal to the difference between the fair market value of their Shares and the
adjusted tax basis of such Shares. The amount of losses that a U.S. investor may recognise under the mark-to-
market rules, however, is limited. In addition, theg Company may own or acquire interests in CDOs or other ABS
investments (including subordinated notes) thatjare treated as equity interests in PFICs for U.S. federal tax
purposes. Whether it will be possible to make a|QEF election with respect to an indirect interest in a CDO or
other ABS investment owned by the Company tl‘lat is treated as an equity interest in PFIC for U.S. federal tax
purposes will depend upon whether the issuer of that interest will provide information to the Company and its
U.S. Holders necessary to make a valid QEF election, which cannot be assured. Because a mark-to-market
election with respect to the Company does not applv to any equity interests in any lower-tier PFIC the Company
may own, a U.S. Holder may continue to be sub]ect to the PFIC rules with respect to distributions to the
Company on, and dispositions by the Company of any investments held by the Company that are so treated. See
“Tax Considerations — United States Taxation™} in Part VII of this Prospectus.

Risk of adverse tax consequences by reason of \having a permanent establishment
If the Company, its SPVs or any subxxdmnes were treated as having a permanent establishment in any

country in which it invests, income attributable to such permanent establishment may be subject to tax on a net
basis.

Foreign investment risk and currency rate exposure

The Company’s accounts will be denommated in euros while investments are likely also to be made and
realised in other currencies. Changes in rates of exchange may have an adverse effect on the value, price or
income of the investments in the Company. A Lhﬂnoe in foreign currency exchange rates may adversely impact
returns on the Company’s non-euro denominated investments. The Company’s principal direct non-euro currency
exposure is expected to be to the UK pound sterling. Changes in the currency rates can adversely impact the fair
values and earnings streams of the Company’s holdings.

Movements in the foreign exchange rate between euros and the currency applicable to a particular
Shareholder may have an impact upon such Shareholder’s returns in its own currency of account.
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The Shares are subject to restrictions on transfers

The Shares have not been registered in the United States under the Securities Act or under any other
applicable securities law and are subject to restrictions on transfer contained in such laws and in U.S. Employee
Retirement Income Security Act of 1974 (““ERISA™).

There are additional restrictions on the resale of Shares by Shareholders who are located in the United States
or who are U.S. Persons and on the resale of Shares by any Shareholders to any person who is located in the
United States or is a U.S. Person. These restrictions will make it more difficult to resell the Shares in many
instances and this could have an adverse impact on the market value of the Shares. Prospective investors should
refer to the section ““Transfer Restrictions’ in Part VII of this Prospectus.

Risk of the Company’s assets being deemed “plan assets” if it has ERISA investors

Unless an exception applies, if 25% or more of the Shares (calculated in accordance with ERISA) or any
other class of equity interest in the Company are owned. directly or indirectly, by pension plans or other Benefit
Plan Investors, and any of such Benetit Plan Investors are subject to ERISA or Section 4975 of the Code, assets of
the Company could be deemed to be “plan assets™ subject to the constraints of ERISA. Accordingly. no Benefit
Plan Investor that is subject to Title | of ERISA or Section 4975 of the Code will be permitted to acquire the
Shares. Prospective investors should refer to “ERISA Considerations” and “Transfer Restrictions” under
Part VII of this Prospectus.

The Company will not be registered under the U.S. Investment Company Act

The Company will not be registered as an investment company in the United States under the Investment
Company Act. The Investment Company Act provides certain protections to investors and imposes certain
restrictions on registered investment companies, none of which will be applicable to investors in the Company or
to the Company.

Shareholders may not be entitled to the takeover offer protections provided by the City Code on Takeovers
and Mergers

The City Code on Takeovers and Mergers applies to offers for all public companies considered by the
Takeover Panel to be resident in the United Kingdom, the Channel Islands (which includes Guernsey) or the Isle
of Man.

However, the Takeover Panel will normally consider a company resident in the United Kingdom, the
Channel Islands or the Isle of Man only if it is incorporated in one of those jurisdictions and has its place of
central managenient in one of those jurisdictions.

The Takeover Panel may not regard the Company as having its place of central management in the United
Kingdom, the Channel Islands or the Isle of Man. in which case the Takeover Panel may decline to apply the City
Code 1o the Company and Shareholders will not receive the benefit of the takeover offer protections provided by
the Code.

Further, both the United Kingdom and the Netherlands are expected to introduce new provisions to
implement the Takeovers Directive in the United Kingdom and in the Netherlands around May 2006. 1t is
currently not clear the extent to which either or both sets of provisions will apply to the Company.

Future Share issues could dilute the interests of existing Shareholders and lower the price of the Shares

The Company intends in the future to issue additional Shares in subsequent public offerings or private
placements. The Company is not required under Guernsey law to offer any such Shares to existing Shareholders
on a pre-emptive basis. Therefore, it may not be possible for existing Shareholders to participate in such future
Share issues, which may dilute the existing Sharcholders’ interests in the Company. In addition. the issue of
additional Shares by the Company, or the possibility of such issue, may cause the market price of the Shares to
decline.
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Risks Relating to the Manager

. ) .
The Company’s performance is dependent on the Manager, and the Company may not find a suitable
replacement if the Manager terminates the Ma‘lyzagement Agreement

The Company is reliant on the Manager, \[NhO has significant discretion as to the implementation of the
Company’s operating policies and strategies. The Company is subject to the risk that the Manager will terminate
the Management Agreement and that no suitable lreplacement will be found. In addition, the Directors believe that
the Company’s success depends to a significant Extent upon the experience of the Manager’s executive officers,
whose continued service is not guaranteed. The departure of a key executive of the Manager may have an adverse
effect on the performance of the Company.

There are conflicts of interest in the Companyis relationship with the Manager

The Manager or its affiliates manages and invests in other investment vehicles which have investment
objectives which overlap with those of the Company, and some of the members of the Board of Directors also
serve as officers and/or directors of these other |entities. For example, the Manager and its affiliates may have
investment in and/or earn fees from such other investment vehicles which are larger than their economic interests
in the Company and may therefore have an incentive to allocate investments to such other investment vehicles.

These relationships may lead to conflicts of imel%est. Certain investments appropriate for the Company may also
be appropriate for one or more of these other investment vehicles. Accordingly it is possible that the Company

will not have the opportunity to participate in investments made by such other investment vehicles which fall

within the Company’s investment objectives. Wh(:an it is determined that it would be appropriate for the Company
and one or more other investment vehicles managed by the Manager or its affiliates to participate in the same

investment opportunity, the Manager will seek toj allocate participation levels on an appropriate basis, taking into

account such factors as the relative amounts of Cipna] available for new investments. relative exposure to market
trends and the size. liquidity, financeability and slmticipated term of the proposed investment. The Manager may
also engage in additional real estate-related management and investment opportunities in the future which may

also compete with the Company for investmems!;.
i

While the Manager does not currently mianage any investment vehicle whose core business competes
directly with the Company and while the Ma‘nagement Agreement prevents the Manager from raising or
sponsoring a vehicle whose investment policies, guidelines or plans target as its primary investment category,
investment in credit sensitive European real estate related securities, the Manager is otherwise not limited or
restricted from engaging in any business or managing any other vehicle that invests in Target Investments.

The ability of the Manager and its officers and employees to engage in other business activities will reduce
the time the Manager spends managing the Compdnv The Company may engage in a material transaction with
the Manager or another entity managed by the Mandgex provided the transaction is on arm’s length commercial
terms. '

The management compensation structure that the Company has agreed to with its Manager may encourage
the Manager to invest in high risk investments. In addition to its management fee, the Manager is entitled to
receive incentive compensation based in part upon the Company’s FFO. In evaluating investments and other
management strategies, the opportunity to earn incentive compensation based on FFO may lead the Manager to
place undue emphasis on the maximisation of FFO at the expense of other criteria, such as preservation of capital,
in order to achieve higher incentive compensat]on Investments with higher yield potential are generally riskier or
more speculative. :

The Management Agreement may be difficult and costly to terminate

Termination of the Management Agreement may be difficult and costly. The term of the Management
Agreement is ten years from 13 August 2003, subject to automatic renewal: (i) on the tenth anniversary of its
commencement: and (i) on each three year anni\!‘ersmy of such date, for an additional three year period unless a
majority of the Shareholders by vote agree that there has been unsatisfactory performance by the Manager that is
materially detrimental to the Company. Unless terminated for cause, and even if terminated on an anniversary
date, the Manager must be paid a termination [fee equal to the amount of management fee incurred by the
Manager during the 12 month period preceding such termination. In addition, following any termination of the
Management Agreement, unless the Company.jeither at the request of the Manager or at its own volition,
purchases the Manager’s right to receive incentive compensation at its fair market value (determined by
independent appraisal to be conducted by an appraisal firm recognised in the United States. and mutually agreed

upon by the Company and the Manager), the Company must continue to pay the incentive compensation to the
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Manager following termination or expiration of the Management Agreement which payments could continue for
an indefinite period of time. These provisions may increase the effective cost to the Company of terminating the
Management Agreement.

Broad investment guidelines provide the Manager with a wide range of potential investiments each of which
the Directors will not specifically review

The Manager is authorised to follow very broad investment guidelines. The Board of Directors will
periodically review the Company’s investment guidelines and the Company’s investments. However, the Board of
Directors does not review each proposed investment. Transactions entered into by the Manager may be difficult or
impossible to unwind by the time they are reviewed by the Board of Directors.

The foregoing factors are not exhaustive and do not purport to be a complete explanation of all the
risks and significant considerations involved in investing in the Company.




IMPORI1

No broker, dealer or any other person is au
advertisement or to give any information or to m:

[ANT INFORMATION

thorised by the Company and/or the Underwriters to issue any
ke any representations in connection with the offering or sale of

the Offer Shares other than as contained in this|Prospectus, and, if issued, given or made. such advertisement,
information or representations must not be relield upon as having been authorised by the Company and/or the
Underwriters. Neither the delivery of this Prospectus nor the allotment or issue of Offer Shares shall under any
circumstances create any implications that there pas been no change in the affairs of the Company since the date

hereof. }

. . | .
An investment in the Company should be regarded as a long-term investiment. There can be no assurance that
the Company’s investment objectives will be dchleved

;

The Company is subject to the risks associated with high levels of debt financing, including the risk that, in
the medium to long term, available fonds will be linsufficient to meet payments of interest or capital due to its, or
its subsidiary undertakings’, lenders. This risk could adversely affect the Company’s ability to provide returns to
the holders of Shares and the value of such Shares could be adversely affected. Accordingly, investment in the
Company will involve certain risks and special co'mldermons The investments of the Company are subject to the
normal market fluctuations and risks inherent in all investments and there can be no assurance that an investment
will retain its value or that appreciation will occu}r. The price of Shares and the income from Shares can go down
as well as up, and investors may not realise the value of their initial investment. Investors must be able and
willing to withstand the loss of their entire investment.

This Prospectus includes statements that are) or may be deemed to be, “forward-looking statements™ . These
forward-looking statements can be identified by the use of forward-looking terminology. including the terms
“believes™. “estimates’’, “anticipates”, “expects{’, “intends”, “may”, “will” or “should™ or, in each case, their
negative or other variations or comparable terminology. These forward-looking statements include all matters that
are not historical facts. They appear in a number of places throughout this Prospectus and include statements
regarding the intentions, beliefs or current expectations of the Company concerning. amongst other things, the
investment objectives and investment policy, financing strategies. investment performance, results of operations,
financial condition, liquidity, prospects, and dividend policy of the Company and the markets in which it, and
Special Purpose Vehicles formed by the Company. invest and issue securities. By their nature, forward-looking
statements involve risks and uncertainties because they relate to events and depend on circumstances that may or
may not occur in the future. Forward-]ooking! statements are not guarantees of future performance. The
Company’'s actual investment performance. results of operations, financial condition, liguidity. dividend policy
and the development of its financing strategies may differ materially from the impression created by the forward-
looking statements contained in this Prospectus‘. In addition, even if the investment performance, results of
operations, financial condition, liquidity and dividend policy of the Company, and the development of its
financing strategies, are consistent with the forward-looking statements contained in this Prospectus, those results
or developments may not be indicative of resultsjor developments in subsequent periods. Important factors that
could cause these differences include, but are not limited to:

+ the risk factors set forth above in the section entitled “*Certain Risk Factors™ in this Prospectus;

changes in economic conditions generally and the real estate and debt markets specifically;

changes in the Company’s business strategy;

changes in interest rates and/or credit sprea
in relation to such changes;

ds, as well as the success of the Company’s hedging strategy

impairments in the value of the collat
securities;

eral underlying the Company’s investiments in asset backed

impairments in the value of the Company’s real estate investments;
legislative/regulatory changes;
changes in taxation regimes;

the Company’s continued ability to inves
suitable investments on a timely basis:

the cash on its balance sheet and the proceeds of this Offer in

the availability and cost of capital for future investments; and

competition within the finance and real estate industries.
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Potential investors are advised to read this Prospectus in its entirety before making any investment in Shares
and, in particular, the sections of this Prospectus entitled “Summary”, “Certain Risk Factors”, Part Il “The
Company and its Business”, Part 111 “Operating and Financial Review and Prospects™, Part IV “Management of
the Company”, Part IX “Consolidated Financial Information for the period ended 3] December 2004”, Part X
“Unaudited Results for the six month period ended 30 June 20057, Part X1 “Unaudited results for the nine month
period ended 30 September 20057 and Part XII “'Pro-Forma Financial Information”, for a further discussion of
the factors that could affect the Company’s future performance. In light of these risks, uncertainties and
assumptions, the events described in the forward-looking statements in this Prospectus may not occur. All
Shareholders are entitled to the benefit of, are bound by, and are deemed to have notice of, the provisions of the
Memorandum and Articles of Association of the Company which investors should review.

Certain information in this Prospectus is attributed to or sourced from third parties being Fortress, Morgan
Stanley, DTZ, Jones Lang LaSalle, CB Richard Ellis, Cushman & Wakefield, Healy & Baker, Deutsche Bank,
Edeka, FIP and its manager. Investire Immobiliare and Mapeley Limited. Such information has been accurately
reproduced and as far as the Company is aware and is able to ascertain from information published by the stated
sources, no tacts have been omitted which would render the information inaccurate or misleading.

Subject to its legal and regulatory obligations, the Company expressly disclaims any obligations to update or
revise any forward-looking statement contained herein to reflect any change in expectations with regard thereto or
any change in events, conditions or circumstances on which any statement is based.

Prospective investors must not treat the contents of this Prospectus as advice relating to legal, taxation,
investment or any other matters. Prospective investors must inform themselves as to: (a) the legal requirements
within their own countries for the purchase, holding, transfer, redemption or other disposal of Shares; (b) any
foreign exchange restrictions applicable to the purchase. holding, transfer, redemption or other disposal of Shares
which they might encounter; and (c) the income and other tax consequences which may apply in their own
countries as a result of the purchase, holding, transfer, redemption or other disposal of Shares. Prospective
investors must rely upon their own representatives, including their own legal advisers and accountants, as to legal,
tax, investment or any other related matters concerning the Company and an investment therein.

In connection with the Offer, Morgan Stanley & Co. International Limited (or its affiliates), as stabilising
manager, may, for stabilisation purposes, over-allot Shares up to a maximum of 10% of the total number of Offer
Shares comprised in the Offer. For the purposes of allowing Morgan Stanley & Co. International Limited to cover
short positions resulting from any such over-allotments and/or from sales of Shares effected by it during the
stabilising period, the Company has granted to it an option (the “Over-allotment Option™) pursuant to which
Morgan Stanley & Co. Intemational Limited may require the Company to issue additional Offer Shares up to a
maximum of 10% of the total number of Offer Shares comprised in the Offer at the Offer Price. The Over-
allotment Option is exercisable in whole or in part, upon notice by Morgan Stanley & Co. International Limited,
at any time during the period commencing with the date of this Prospectus and lasting 30 calendar days after the
commencement of trading of the Offer Shares on Euronext Amsterdam. Any Offer Shares issued by the Company
following the exercise of the Over-allotment Option will be issued on the same terms and conditions as the Offer
Shares being issued in the Offer and will form a single class for all purposes with the other Ordinary Shares.

In connection with the Offer, Morgan Stanley & Co. International Limited (or its affiliates) as stabilising
manager. or any of its agents, may (but will be under no obligation to), to the extent permitted by applicable law,
over-allot and effect other transactions with a view to supporting the market price of the Shares at a level higher
than that which might otherwise prevail in the open market. Morgan Stanley & Co. International Limited is not
required to enter into such transactions and such transactions may be effected on any stock market, over-the-
counter market or otherwise. There can be no assurance that such stabilising measures will be undertaken. If they
are undertaken. they may be stopped at any time and may only be taken during the period from 27 January 2006
up to and including 26 February 2006.

Investors should note that Deutsche Bank, Goldman Sachs, Morgan Stanley & Co. International Limited.
DKW and Kempen and/or their respective affiliates have acted, and in some cases, continue to act, in various
capacities in relation to the issuers of certain securities in which the Company invests or may invest, including as
manager, servicer, security trustee, equity holder and/or secured lender to affiliates of the issuer of the relevant
securities. Each role confers specific rights to and obligations on Deutsche Bank, Goldman Sachs, Morgan
Stanley & Co. International Limited, DKW and Kempen and/or their affiliates. In carrying out these rights and
obligations the interests of Deutsche Bank, Goldman Sachs, Morgan Stanley & Co. International Limited, DKW
and Kempen and/or their respective affiliates may not be aligned with the interests of a potential investor in the
Shares. Deutsche Bank, Goldman Sachs, Morgan Stanley & Co. International Limited, DKW and Kempen and/or
their respective affiliates in their capacity as lender to certain of the issuers of securities in which the Company
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invests or its affiliates may hold security interes
also secure obligations owed to holders of the r

s in various of those issuers’ assets, some of which assets may
elevant issuer’s securities, which may include the Company.

Neither the Shares nor the Company have been approved or disapproved by any governmental or regulatory
authority of any country or jurisdiction, nor hasl any such governmental or regulatory authority passed upon or
endorsed the merits of the Company or an investment in its Shares. The Company has the necessary consent from
the Guernsey Policy Council under the Control of Borrowing (Bailiwick of Guernsey) Ordinances 1959 to 1989
for the raising of money by the issue of New SHares. It must be specifically understood that, in giving consent,
neither the Guernsey Financial Services Comrpission nor the States of Guernsey Policy Council takes any
responsibility for the financial soundness of the Company or for the correctness of any of the statements made or
opinions expressed with regard to it.

THE NEW SHARES HAVE NOT BEEN APPROVED OR RECOMMENDED BY THE UNITED
STATES SECURITIES AND EXCHANGE COMMISSION OR ANY U.S. STATE SECURITIES
COMMISSION OR OTHER REGULATO\(RY AUTHORITY NOR HAVE SUCH AUTHORITIES
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS PROSPECTUS. ANY
REPRESENTATION TO THE CONTRARY {IS A CRIMINAL OFFENCE IN THE UNITED STATES.

The distribution of this Prospectus and the offer, sale and/or issue of Shares in certain jurisdictions may be

restricted by law. Persons into whose possession this Prospectus comes are required by the Company and
Deutsche Bank, Goldman Sachs, Morgan Stanley & Co. International Limited, DKW and Kempen to inform

themselves about, and to observe. any such rest

This Prospectus does not constitute, and m
subscribe for any New Shares by any person i
authorised; or (i1) in which the person making
person to whom it is unlawful to make such o©
offering of New Shares in certain jurisdiction
Kingdom into whose possession this Prospect
Goldman Sachs, Morgan Stanley & Co. Interna
and to observe any restrictions as to the offer or

ictions.

ay not be used for the purposes of, an offer or an invitation to
n any jurisdiction: (i) in which such offer or invitation is not
uch offer or invitation is not qualified to do so; or (iii) to any
ffer or invitation. The distribution of this Prospectus and the
may be restricted. Accordingly, persons outside the United
us comes are required by the Company and Deutsche Bank,
ional Limited, DKW and Kempen to inform themselves about
sale of Shares and the distribution of this Prospectus under the

laws and regulations of any territory in connection with any applications for Shares in the Company, including
obtaining any requisite governmental or other consent and observing any other formality prescribed in such
territory. No action has been taken or will be taken in any jurisdiction by the Company, Deutsche Bank, Goldman
Sachs, Morgan Stanley & Co. International Lim:ited. DKW and Kempen the Manager or the Administrator that
would permit a public offering of the New Shares in any jurisdiction where action for that purpose is required,
nor has any such action been taken with respect to the possession or distribution of this Prospectus other than in
any jurisdiction where action for that purpose is required.

The Offer is only being made to persons injthe United Kingdom whose ordinary activities involve them in
acquiring. holding, managing or disposing of investments (as principal or agent) for the purposes of their
businesses or otherwise in circumstances which have not resulted and will not result in an offer to the public in
the United Kingdom within the meaning of the Financial Services and Markets Act 2000, and each Underwriter
has only communicated or caused to be communficated and will only communicate or cause to be communicated
any invitation or inducement to engage in investment activity (within the meaning of section 2} of the Financial
Services and Markets Act 2000) received by it in connection with the issue or sale of the Offer Shares in

circumstances in which Section 21(1) of the Financial Services and Markets Act 2000 does not apply.

ffer. sale and/or issue of the Offer Shares has not been and will
not be registered under the Securities Act or any state securities laws in the United States or, except as set out in
this Prospectus, the securities laws of any other jurisdiction and may not be reoffered, resold, pledged or
otherwise transferred except as permitted by the Company’s Articles of Association and as provided in this
Prospectus. Subscribers shall be required to repr\esent, acknowledge and agree that they will not reoffer, resell,
pledge or otherwise transfer the Offer Shares |except (x) in compliance with the Securities Act and other
applicable laws and except to a transferee who!is (i) (a) an “accredited investor” within the meaning of the
Securities Act or (b) a “qualified institutional buyer” (as defined in rule 144A of the Securities Act) and in each
case also a “qualified purchaser” or “knowledge'able employee” within the meaning of the Investment Company
Act or (i1) not a U.S. person as such term is deﬁ:ned under Regulation S under the Securities Act purchasing for
its own account. or for the account of a buyer that meets such criteria, in an offshore transaction pursuant to
Regulation S and (y) (1) upon delivery of all cert:iﬁcations, opinions and other documents that the Company may
require and (2) in accordance with any applicable securities law of any state of the United States and any other
jurisdiction.”

The distribution of this Prospectus and the ¢

.
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Further, no purchase, sale or transter of Offer Shares may be made unless such purchase, sale or transfer will
not result in the assets of the Company constituting “plan assets” within the meaning of ERISA that are subject
to Title I of ERISA or Section 4975 of the U.S. Internal Revenue Code of 1986, as amended (the “Code™).
Accordingly, investors using assets of retirement plans or benefit plans that are subject to ERISA or Section 4975
of the Code (including, as applicable. assets of an insurance company general account) will not be permitted to
acquire Offer Shares, and each investor will be required to represent or will, by its acquisition of an Offer Share
be deemed to have represented, that it is not a “benefit plan investor’™ within the meaning of ERISA that is using
assets of a plan that is subject to ERISA or Section 4975 of the Code. Any purported purchase or transfer of an
Offer Share that would cause the Company’s assets to be deemed to be “‘plan assets’ under ERISA that are
subject to Title 1 of ERISA or Section 4975 of the Code, or otherwise does not comply with the foregoing, is
subject to restrictions as provided in the Company’s Articles of Association and this Prospectus.

The Offer Shares are transferable subject to the restrictions described herein. Each transferor of Offer Shares
agrees to provide notice of the transfer restrictions set forth herein to the transferee.

THE MANAGER IS EXEMPT FROM REGISTRATION WITH THE COMMODITY FUTURES
TRADING COMMISSION AS A COMMODITY POOL OPERATOR BECAUSE PARTICIPATION IN THIS
POOL IS LIMITED, IN THE CASE OF U.S. PERSONS, TO CERTAIN INDIVIDUALS WHO ARE WITHIN A
SUBCLASS OF QUALIFIED ELIGIBLE PERSONS (“QEPs”) AND TO ENTITIES THAT ARE EITHER
QEPs OR ACCREDITED INVESTORS, RECOGNISED UNDER THE FEDERAL SECURITIES AND
COMMODITIES LAWS. THEREFORE, THE MANAGER IS NOT REQUIRED TO DELIVER A
DISCLOSURE DOCUMENT AND A CERTIFIED ANNUAL REPORT TO PARTICIPANTS IN THIS POOL.

Notice to New Hampshire Residents only

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENCE HAS BEEN FILED UNDER RSA 421-B WITH THE STATE OF NEW HAMPSHIRE NOR THE
FACT THAT A SECURITY IS EFFECTIVELY REGISTERED OR A PERSON 1S LICENSED IN THE STATE
OF NEW HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF THE STATE OF
NEW HAMPSHIRE THAT ANY DOCUMENT FILED UNDER RSA 421-B 1S TRUE, COMPLETE AND NOT
MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS
AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE OF
THE STATE OF NEW HAMPSHIRE HAS PASSED IN ANYWAY UPON THE MERITS OR
QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR
TRANSACTION. IT IS UNLAWFUL TO MAKE OR CAUSE TO BE MADE, TO ANY PROSPECTIVE
PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSISTENT WITH THE
PROVISIONS OF THIS PARAGRAPH.

Available Information

For so long as any of the Shares are in issue and are “‘restricted securities” within the meaning of
Rule 144(a)(3) under the Securities Act, the Company will, during any period in which it is not subject to
Section 13 or 15(d) under the Exchange Act, nor exempt from reporting under the Exchange Act pursuant to
Rule 12g3-2(b) thereunder. make available to any holder or beneficial owner of a Share, or to any prospective
purchaser of a Share designated by such holder or beneficial owner, the information specified in, and meeting the
requirements of, Rule 144A(d)(4) under the Securities Act.

Service of Process and Enforcement of Civil Liabilities

The Company is incorporated under Guernsey law. Service of process upon Directors and officers of the
Company, the majority of whom reside outside the United States, may be difficult to obtain within the United
States. Furthermore, since most directly owned assets of the Company are outside the United States, any
judgment obtained in the United States against it may not be collectible within the United States. There is doubt
as to the enforceability in England and Guernsey, in original actions or in actions for enforcement of judgments
of U.S. courts, of civil Habilities predicated upon U.S. federal securities laws.

Other Selling Restrictions
Relevant Member States of the Furopean Economic Area

In relation to each Member State of the European Economic Area which has implemented (totally or
partially) the Prospectus Directive (each a “Relevant Member State™"). with effect from and including the date on
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which the Prospectus Directive is implemented

in that Relevant Member State (the “Relevant Implementation

Date’") no offer of shares to the public in that Rie]evant Member State shall be made at any time except:

(a) to legal entities which are authorised or regulated to operate in the financial markets or, if not so

authorised or regulated, whose corpo

(b) to any legal entity which has two or n

rate purpose is solely to invest in securities;

hore of (1) an average of at least 250 employees during the last

financial year; (2) a total balance sheeit of more than €43,000,000 and (3) an annual turnover of more

than €50,000,000 as shown in its last

annual or consolidated accounts; or

(¢c) in any other circumstances which do not require the publication by the Company of a prospectus

pursuant to Article 3 of the Prospect

Germany

The New Shares which are the subject of tk
the Federal Financial Supervisory Authority (

1s Directive.

is Prospectus are neither registered for public distribution with
Bundesanstalt fiir Finanzdienstleistungsaufsicht — “BaFin”)

according to the German Investment Act nor listed on a German exchange. No sales prospectus pursuant to the

German Securities Prospectus Act has been filed

with the BaFin. Consequently, the New Shares in the Company

must not be distributed within Germany by way of a public offer, public advertisement or in any similar manner,
and this document and any other document re]ati‘ng to the New Shares in the Company, as well as information or
statements contained therein, may not be supplied to the public in Germany or used in connection with any offer
for subscription of the New Shares in the Fund to the public in Germany or any other means of public marketing.

Any resale of the New Shares in the Federal
German Securities Prospectus Act and any other,
the sale and offering of shares. No view on Taxa

Republic of Germany may only be made in accordance with the
laws applicable in the Federal Republic of Germany governing
ion is expressed. Prospective investors in Germany are urged to

consult their own tax advisers as to the tax consequences that may arise from an investment in the New Shares.

Italy

The offering of the New Shares has not }i)een authorised by the relevant Italian authorities pursuant to
Anicle 42 and Article 94 and seq. of Legis]atifve Decree no. 58, dated 24 February 1998, as amended, and,
accordingly, no New Shares may be offered, sold, delivered or marketed to investors of any kind in the Republic

of Italy, nor may copies of the Prospectus or of
Republic of ltaly.

Japan

Offering of the Offer Shares will fall unde

any document relating to the New Shares be distributed in the

the private placement defined in Article 2, paragraph 3, sub-

paragraph 2-b of the Securities and Exchange Law and accordingly no registration in accordance with Article 4,

paragraph | of the Securities and Exchange Lav

Presentation of Financial Information

' has been made therefor.

The consolidated financial information contained in Part IX of this Prospectus has been extracted, without

material adjustment, from the audited consolid

ated financial statements of the Company for the year ended

31 December 2004. Similarly, the financial information contained in Parts X and X1 of this Prospectus has been

extracted, without material adjustment, from th
ended 30 June 2005 and the nine-month period

¢ unaudited results for the Company for the six-month period
ended 30 September 2005 respectively.

The financial statements of the Company are prepared under International Financial Reporting Standards

(IFRS).

Certain financial information in this Prosp
presented may vary slightly from the actual arit

ectus has been rounded and. as a result, the totals of the data
hmetic totals of such information.
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PART 1
REAL ESTATE MARKET AND EUROPEAN ABS OVERVIEWS

European Real Estate Market

The Directors estimate that in 2004 a total of €95.6 billion was invested in European real estate, representing
an increase of 7% from their estimate for 2003 and 49% from their estimate for 2000"". The Directors believe this
increase in investment will continue in 2006.

The Directors believe that investment in European real estate presents a significant growth opportunity. In
particular, the Directors believe that there is substantial opportunity for investment in credit lease real estate via
sale-leaseback transactions. Recently, European corporations have been searching for ways to raise capital and
are increasingly effecting such sale-leaseback transactions. The growing volume of these transactions marks a
departure from a long held practice among European corporations of holding property on-balance sheet. It is also
part of a bigger transformation in the way European companies finance, lease and manage property.

Such credit lease transactions {which have been common in the United States for many vears) were
relatively rare in Europe until recent years, when a recession, increasing competitive pressure and heightened
emphasis on shareholder value caused companies to review their balance sheets for non-strategic assets and to
consider the divestiture of real estate as a way to raise capital for their core businesses and allow them to reduce
debt, invest in new technology or increase flexibility. Such credit lease transactions provide a company with
access to 100% of the value of its real estate, while retaining control of such real estate.

The Directors see particular opportunities for investment in credit leased real estate in Germany. The
German government and German corporates have been selling non-strategic assets to free up capital and
substantia] asset sales are expected to be made by German open ended funds which have closed for redemption.
The Directors estimate that over €8 billion of German commercial real estate was sold in 2005 and they expect
this high level of activity to continue in 2006

Throughout Europe, companies have completed real estate transactions totalling approximately €37 billion
over the last seven vears™, and the Directors believe that the potential for more deals is substantial for investors
and owner-occupiers, wnh an estimated €59 billion of aggregate transaction value up to 2009 @, European
companies currently own about 66% and lease approximately 34% of the real estate in which they operate"”’
which is roughly the opposite of the proportion in the United States'”. The Directors believe that credit ]ease
transactions will be a significant method by which investors will invest substantial capital into European real
estate over the next three to four years.

European ABS Market
The European asset backed securities market has experienced significant growth over the last decade. The
Directors estirnate that the European market currently consists of approximately U.8.$600 billion of outstanding
debt™. and new issuance has grown at a compounded annual rate of 32.7% since 1996
European ABS New Issuance
1971998 1 00 2001 002 203 004 205 2006

(U.S.$ in Billions) Real estate related securities

Real Estate Securities 15 13 27 47 73 80 122 161 225 270
Other Securities 30 25 30 3% 49 51 75 137 25 130
Total 45 38 57 81 122131 197 298 350 400

Note: Numbers in this table are rounded so may not add to the total shown.

Source: Morgan Stanley Fixed Income Research

According to the Directors’ estimates, new issuance of European ABS reached an all time high of
approximately U.$.8350 billion in 2005, including CMBS of U.S.$50 billion'®. The Directors believe that there
will be increasing supply over the next few years of European CMBS, as this market has been consistently

(1) Source: Directors estimate based on JI.L. European Capital Markets Bulletin
(2} Source: Directors estimate based on market research

(3) Source: DTZ Research Money into Property

(4) Source: Directors estimate based on Morgan Stanley Fixed Income Research
(5) Source: Morgan Stanley Fixed Income Research

(6) Source: Directors estimate based on Morgan Stanley Fixed Income Research
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growing each year, resembling the scale and growth of the United States market a decade ago. The Directors
estimate that European real estate backed securities (CMBS and RMBS) represent the largest component of the
European ABS market, accounting for 64% of the estimated new ABS issuance in 2005".

The European ABS market is diversified bylcollateral and increasingly diversified by country. While the UK
has historically dominated European issuance (in part due to a supportive insolvency regime and favourable lease
structures), this'is slowly changing, as Italy and| Spain become increasingly significant. The Directors currently
expect France and Germany to grow in tmportance to the primary market over the medium term and provide
increasing liquidity for investors.

The Directors expect strong growth in European ABS markets over the next few years. A broadening
investor base is expected to increase the efficiency of the ABS market, leading to better execution for issuers. In
addition, new capital regulations are expected |to put pressure on some originators to securities assets they
currently hold in their portfolios.

(7) Source: Directors estimate based on Morgan Stanley Fixed Income Research
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PART 11
THE COMPANY AND ITS BUSINESS

The financial information set out in this Part 1l has been derived from the Company's unaudited interim
results for the nine months ended 30 September 2005 and its management accounts.

Introduction

The Company is a closed-ended limited liability investment company formed to invest in real estate and
growing ABS markets in Europe. The Company invests primarily in European real estate investments and
European real estate related debt. It is regulated as a closed-ended fund by the Guernsey Financial Services
Commission. The Company’s Shares are currently listed on Eurolist by Euronext Amsterdam and admitted to
trading on Euronext Amsterdam’s market for listed securities.

The Company seeks to finance its investments in such a way as to reduce exposure to interest rate, currency
and refinancing risk, while retaining flexibility to monitor and manage any potential or perceived credit exposure.
The Company’s return on equity is the difference, or net spread, between the return on its investments and its
costs of financing.

Investment Objectives and Policy

The Company’s investment objectives are to deliver stable dividends and attractive risk-adjusted returns for
Shareholders through prudent asset selection and the use of match-funded financing structures, where
appropriate, which are intended to reduce interest rate, currency and refinancing risks. The Company seeks to
deliver returns by optimising the difference between the yield on investments and the cost of financing these
investments.

The Company’s investment activities target substantially, but not exclusively, two distinct categories of
investment:
European Real Estate Investments

Investments within this category fall into two principal sub-categories:

(i)  European Real Estate Assets:

The Company acquires direct interests in real estate. As of 30 September 2003, investments in direct
real estate represented (on an unaudited basis) approximately 21% of the Company’s gross assets.

(i)  Other European Real Estate Investments:

The Company also makes investments which, while not direct real estate assets, give it exposure to
real estate assets. An example of such an investment is the units in FIP it acquired in July 2005. As of
30 September 2005, investments falling in this sub-category represented (on an unaudited basis)
approximately 9% of the Company’s gross assets.

European Real Estate Related Debt
Investments within this category fall into two principal sub-categories:
(i)  European Real Estate and Other Asset Backed Securities:

The Company acquires moderately credit sensitive asset backed securities, including CMBS, RMBS
and other ABS. The Company generally targets investments with a credit rating, determined by
internationally recognised rating agencies. from A down to BB. As of 30 September 2005, its
investments (including restricted cash) in these asset backed securities represented 62% (on an
unaudited basis) of the Company’s gross assets with an average rating of BBB+.

(1)  European Real Estate Related Loans:

The Company acquires loans made at moderate leverage levels to well capitalised real estate operators
with established track records. These loans include real estate related B Notes, mezzanine Joans, bank
loans and real estate loans. As of 30 September 2005, its investments in real estate related Joans
represented 5% (on an unaudited basis) (by carrying value) of the Company’s gross assets.
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The remaining 3% of the Company’s gross
in cash and other current assets.

assets as at 30 September 2005 (on an unaudited basis) are held

The Company’s strategy for real estate investment is primarily to acquire property leased to creditworthy

tenants with term financing and to hold these

éssets for the medium to long-term and lock-in the net spread

between financing costs and rental income. In|response to opportunities the Company currently sees in the
commercial real estate sector in Germany, the Company is currently focusing on commercial real estate

investments in the German market.

The Company does not have specific polic
investment decisions depend on changing marke

ies as to the allocation among types of its investments since its
conditions. Instead, the Company focuses on relative value and

in-depth risk/reward analysis (with an emphasis on asset quality and principal protection). diversification, suitable

financing and credit risk management.

Asset Quality and Diversification

Where opportunities allow, the Company seeks to diversify its investments by tenant, asset type, industry,

location and issuer. The Company expects that

this diversification will help minimise the risk of capital loss.

As at 30 September 2005 (on an unaudited basis):

Real Estate Investments

* the Company’s direct real estate investments amounted to 21% of the Company’s gross assets and

comprised 126 properties in Germany

with an aggregate value of €398 million.

* The Company’s other real estate investments amounted to 9% of the Company’s gross assets and

comprised 1450 units in FIP.

Real Estate Related Debt

* the Company’s asset backed securities portfolio comprised 101 securities with an aggregate face amount

of €1,172.4 million and an average inve

tment size of approximately €11.6 million. Of this portfolio, 2%

was rated AAA, 5% was rated AA, 22% was rated A, 63% was rated BBB and 8% was rated BB; 51%
was CMBS. 20% was RMBS and 29%| was other ABS; and

* the Company’s real estate related loans represented (by carrying value) 5% of the Company’s gross
assets, and comprised four loans secured over commercial real estate or cash in the United Kingdom and

one loan secured over commercial real

Net Asset Value

As at 30 September 2005, being the date of
per share was €12.65.
Recent Developments

European Real Estate Investments

Dresdner Acquisition

Drive S.arl. (the “Purchaser”), a whol

estate in France.

the most recent net asset valuation, the unaudited net asset value

ly-owned subsidiary of Luxgate S.arl. which in turn is a

wholly-owned subsidiary of the Company. signed an agreement with Dresdner Bank AG (“Dresdner”) on
22 December 2005 under which the Purchaser| will acquire, for approximately €2 billion, all of the units in

Dresdner Grund-Fonds, a German public open
acquisition. will own a portfolio of 303 comme

ended real estate fund (the “Fund™) that, on completion of the
'cial properties in Germany (the “Dresdner Portfolio™).

The Fund is managed by Deutsche Gesellschaft fiir Immobilienfonds mbH (the “*Fund Manager™). 94% of

the shares in the Fund Manager are, and will co
Dresdner Acquisition, the Purchaser and its affili
the Fund and the properties in the Dresdner Port

ntinue to be, held by Dresdner. However, under the terms of the
ates will have certain rights to be involved in the management of
folio. It is currently expected that an affiliate of the Manager will

be retained by the Fund to provide asset management services.

Under various services agreements to be i

gned on or around the closing date of the Dresdner Acquisition,

the Fund will agree to pay fees to each of the service providers, including to any affiliates of the Manager. who

will be remunerated on an arm’s length basis.
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Completion of the Dresdner Acquisition is conditional upon satisfaction of customary conditions precedent
and closing conditions for a transaction of this nature. These include execution of certain agreements (including
loan agreements) by the Fund Manager, the provision of certain confirmations to the Purchaser by the Fund
Manager regarding the regulatory status of the Fund and the value of the Dresdner Portfolio, and the anti-trust
clearance from the relevant German authorities. Anti-trust clearance was issued on 11 January 2006 and the
Company currently expects that the completion of the Dresdner Acquisition will occur in the latter half of
February 2006.

The Dresdner Portfolio consists primarily of office buildings and comprises approximately 9 million square
feet (approximately 840,000 square metres) of leasable space. The properties within the Dresdner Portfolio are
located throughout Germany with concentrations in Frankfurt, Hamburg, Munich, Dusseldorf and Berlin. They
are occupied as to approximately 80% by rental income by Dresdner. Dresdner’s average remaining lease term is
8.5 years, while the average remaining lease term of the entire portfolio is approximately 7.5 years.
Approximately 81% (by space) of the portfolio is currently occupied. Upon acquisition, the Company expects the
Dresdner Portfolio to have a rental yield (unleveraged) of approximately 5%.

All of the Dresdner leases are based on a standard form of lease which reflect customary terms in the
German market. In particular, there is an upwards rent adjustment of 1% in each year from 2007 to 2009 and
thereafter from 2010, the rent adjustment is equal to 100% of the change in the German consumer price index
determined on an annual basis. In addition, Dresdner has the option to extend the lease term twice on each
occasion by 5 years.

The Directors believe that, following completion of the Dresdner Acquisition, the Company will have a
larger owned and managed German commercial real estate portfolio than any other listed real estate company.

The following tables and pie-charts provide further information regarding the composition of the Dresdner
Portfolio, all of which has been sourced from information provided to the Company and its advisers i the course
of due diligence for the Dresdner Acquisition (“Dresdner Due Diligence Information™). All Dresdner Due
Diligence Information is derived from annualised calculations based on rental income on the Dresdner Portfolio
as at 31 December 2005 and ts unaudited.

Summary Information

Total
Number of assets . ... 303
Gross Purchase Price (€m) ... ... . ... .. . . . . 1,965
Initial Rental Income (Emfyear) ....... ... ... . ... .. .. .. .. ... 109.5
Initial Net Operating Income (“NOI")}€m/year)................. 97
NOILYield. ... .. 4.9
Area (M7) L. 841,682
Average Initial Rental Income (Em/m>. .. ... ... ... ... ..., 11.16
Average Price €M) 2,338
Rental Income from:
Top 10 aSSetS . oo oot 51%
Top 20 assets .. ... 64%
Top 30 aSSEtS . ..ot t  cea 71%
Dresdner Bank . ... ... ... . . . . .. 80%
Other tenants . ... ... e e 20%
Occupancy (% by space occupied on acquisition)................ 81%
Average lease term. ... ... .. 7.5 years
Dresdner Bank . ........ .. .. 8.5 years
Other tenants ... ... ... ... .. 3.5 years

'Excluding financing fees

Excluding parking
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Sector Distribution by Rental Income Sector Distribution by Lettable Floor Space

_Office ___ Office
/ 67% o 64%

/

Bank Hall_\
17% Bank Hall < \ Residential
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o ' Residential Ve \ Retail
2% / } Other \ o
Storage / \ Retal 2% 4°e / ‘ \ safe 4%
4% Safe - 7% % Storage 3%
1% 9%
Dresdner| Portfolio Top 50 Assets
Rental Income :
Dresdner Other Vacant Total
Assets AMT % of Total AMT % of Total  AMT % of Total AMT % of Total
Top S50........... ... ... 50 T0.822.696 80.89% 16,834.072 19.2% 0 0.0% 87,656,768 80.0%
Remaining............... 253 16.972.099 77.7% 4.876.947 22.3% 0 0.0% 21,849,046 20.0%
Total ........ .......... é(_lg 8§7.794,795 80.2% 21,711,019 19.8% 0 0.0% 109,505,814  100.0%
Area
Dresdner Other Vacant Total
Assets SQM S of Total SQOM % of Total S0OM % of Total SOM % of Total
TopSO... ...l 50 382.546 77% 79.253 16.0% 34,798 7.0% 496,597 39.0%
Remaining. .............. 253 162,050 47% 55,490 16.1% 127.544 376% 345,085 41.0%
Total ................... 303 544,596 64.7 % 134,743 16.0% 162,342 19.3% 841,682  100.0%

Over half of the Dresdner Portfolio by rental income during the first year following its acquisition is located
in five German cities. The following pie charts illustrate metropolitan concentrations within the Dresdner
Portfolio.

Metropolitan Concentrations by Rental Income Metropolitan Concentrations by Lettable Floor Space

Frankfurt am Main
18%

__ Frankfurt am Main
3203

Other
o Hamburg
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‘(. r% i
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Bse:/lin R : " Hag\oZurg \ B;r/“n
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7% 7%
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Unaudited pro-forma financial information showing the effect of the Dresdner Acquisition on the assets and
liabilities of the Company is set out in Part XIi of this Prospectus.

A valuation report in respect of the Dresdner Portfolio is set out in Part XHI of this Prospectus.

Dresdner Acquisition Financing

The Company expects to finance the Dresdner Acquisition with equity and debt financing. The equity
financing comprises in part the proceeds of the Offer and in part the proceeds of the subscription for the
Investment Shares by the Fortress Funds pursuant to the Investment Agreement. Under the Investment
Agreement:

*» the Fortress Funds will invest up to €300 million on, but subject to, closing of the Dresdner Acquisition.
The Company can reduce the level of the Fortress Funds’ investment to not less than €150 million and,
assuming the Company raises the estimated net proceeds of the Offer of approximately €339 million, it
is expected that the Fortress Funds™ investment will be reduced to €150 million:

* the Fortress Funds will invest by subscribing for Investment Shares at a subscription price of €17.50 per
Share (representing an approximate 2.75% discount to the weighted-average Share price over the 10
business days up until 21 December 2005 of approximately €18) provided that the Fortress Funds will
mvest by (i) subscribing for Investment Shares; and (ii) acquiring for €17 per Share an option over
further Shares if, and to the extent, necessary to ensure that they are deemed to hold not more than
29.9% of the voting rights in the Company. If the Company completes a €350 million Offer at a price of
€25.50 there will be no requirement to issue an option for Shares at €17 per Share and all Investment
Shares will be acquired at €17.50 per Share; and

» if the Fortress Funds initially invest €300 million, the Company can reduce the level of their investment
by buying back Shares from them, requiring them to sell Shares in a further equity offering and/or
cancelling, in whole or in part, any option that they hold, in each case at an effective price per Share of
€18.00. This right will be exercisable on one occasion during the three month period following
completion of the Dresdner Acquisition.

Further details of the Investment Agreement are set out in paragraph 7.15 of Part VI of this Prospectus.

The debt financing for the Dresdner Portfolio is expected to comprise a combination of a mortgage loan
made to the Fund and a Joan made to the Purchaser secured by Fund units. It is expected that approximately 75%
of the purchase price shall be financed through external seven year non-recourse bank financing. The Company is
curently negotiating the definitive terms of the loan facilities with a group of financial institutions including
Deutsche Bank. which is one of the Joint Bookrunners of the Offer.

Truss Portfolio

The Company has continued to enter into purchase agreements for retail assets in Germany which will form
part of its Truss Portfolio. The Company has committed to purchase a further nine assets in addition to the
31 assets it committed to acquire into the Truss Portfolio prior to | December 2005. The aggregate purchase price
of the nine assets is approximately €21 million. Further information on the Truss Portfolio is set out in Part X111
of this Prospectus.
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European Real Estate Related Debt

Between 7 December 2005 and 12 Januarn

securities and approximately €6 million of real-
exposure to loans).

Consolidated Subsidiaries and Special Purpos

The Company holds its investments either,
special purpose vehicles (“SPVs™). In the case o

party trust unconnected to the Company or the
Company because, in substance, the Company r
each SPV and its assets in order to obtain bene

The Company holds its real estate investm

each investment through an intermediate holding

Bastion Portfolio, Belfry Participation Lux S.a

S.ar.l in the case of properties within the Truss
Bank Portfolio) which hold the assets in the

Company’s investment in FIP is held through Fi
S.a r.I. The Company intends to hold the Dresdn
subsidiary of Luxgate S.a r.l.

The Company holds its securities and loas
Eurocastle CDO 1 plc, Eurocastle CDO 1 plc, E
are incorporated in Ireland. Over time, the Direc

the acquisition of further investments. For a sum

funded financing strategy for its securities and
Discipline” below.

The Company does not have. and does not

Investment Guidelines

The Board of Directors has adopted genera
as follows:

unless (i) the co-investment does not res
and (i1) the terms of the co-investment
such affiliate (as applicable) making su

The Board will keep the Company’s invest

which turther changes to them are appropriate
further changes are made, they will be notified

The Company will disclose in its annual ace

y 2006, the Company acquired approximately €148 million of
estate backed loan interests (or instruments allowing economic

se Vehicles

directly, through subsidiaries or indirectly through leveraged
f SPVs, the ordinary share capital of the SPVs is held by a third
Manager, but the SPVs are nevertheless consolidated with the
etains the majority of the residual or ownership risks related to
it from the SPV’s activities.

ents through its subsidiary Luxgate S.a r.1. which in turn holds
company (Bastion Participation Lux S.a r.l. in the case of the
r.l. in the case of the Belfry Portfolio, Truss Lux Participation
Portfolio, and Eurobarbican S.4 r.l. in the case of the Deutsche
relevant jurisdiction through one or more local vehicles. The
nial S.ar.). which is also a wholly-owned subsidiary of Luxgate
er Portfolio through Drive S.3 r.1. which is also a wholly-owned

1 investments through five SPVs, Eurocastle Funding Limited,
:urocastle CDO 111 plc and Eurocastle CDO 1V plc, all of which
tors expect the Company to establish additional SPVs to finance
mary of how the Company uses SPVs to implement its match-
loan investments, see “Financing Strategy and Match-Funded

currently anticipate having, any off-balance sheet financing.

guidelines for investments and borrowings which are currently

leverage will not exceed 95% of the Cc[;mpany’s gross assets; and

the Company will not co-invest with Ihc:i Manager or any of its affiliates (other than Company affiliates)

ult in the Company’s leverage exceeding 95% of its gross assets
are at least as favourable to the Company as to the Manager or
ch co-investment.

ment guidelines under review and will determine the extent to
having due regard to the Shareholders’ interests. If and when
lo Shareholders through the usual channels.

i
ounts details of any breach of the Investment Guidelines that has

occurred during the relevant financial year and the action taken to remedy it.

The Company may acquire assets from th

Manager or its affiliates, and the Company may
issued by the Manager and its affiliates, provided
investment guidelines and the transaction is on

Target Investments

The Company intends to continue to invest

European Real Estate

The Company intends to continue to invest i
to high quality tenants. As at 12 January 20

e Manager or its affiliates, including securities issued by the
sell assets to the Manager and its affiliates, including securities
in each case that such transaction complies with the Company’s
arm’s length commercial terms.

in the following categories of investments.

n European real estate generally by purchasing properties leased
6 (the latest practicable date before the publication of this

Prospectus). the Company had acquired or committed to acquire approximately €2.7 billion of real estate assets.
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Approximately €2.5 billion of these assets were investments in direct real estate, comprising the Deutsche Bank
Portfolio, Bastion Portfolio, Belfry Portfolio, Truss Portfolio and Dresdner Portfolio, while approximately
€190 million was invested in units in FIP.

Direct Real Estate Assets

The following section describes the Company’s direct European real estate asset investments assuming
completion of the Dresdner Acquisition and the completion of the acquisition of all 41 properties identified for
the Truss Portfolio. The Company treats the Dresdner Portfolio as a direct real estate investment on the basis that.
through ownership of all the units in the Fund. the Company keeps all the economic benefit and all the economic
burden of all the assets in the Dresdner Portfolio and intends to include these assets in its consolidated accounts.

The following tables and pie charts contain information relating to the composition of the Company’s
aggregate direct real estate portfolio assuming completion of the Dresdner Acquisition and Truss Portfolio.
Underlying information has been sourced from the Company’s management data and the Dresdner Due Diligence
Information.

Summary Information

Total
Number of A8t . ..o 481
Gross Purchase Price (€M) . ... . . i e 2,494
Rental Income (€m/year) . ... ... . . . e 150.8
Initial NOI (EmM/Vear) . .. ..o e e 1334
NOT Yield . .o 5.3%
AT (7)o 1,299,355
Average Initial Rental Income (€m/m2) .............................................. 9.67
Average Price (B/%) ... . 1,922
Rental Income from:
Top 10 BSSEIS . .o\t 37%
Top 20 ASSEIS . .. oot e 47%
TOP 30 ASSELS . .ttt 52%
Credit Temant™ . ... . 79%
O o 21%
Occupancy (% bY SPACE) . ..ot e 82%
AVErage Jease teIm. .. .. .t e 7.8 years
Credit Tenant™ . ... 8.8 years
Other . L 4.1 years

*  Credit Tenant represents Dresdner Bank, Deutsche Bank and anchor tenants in the Bastion Portfolie. Belfry Portfolio and Truss
Portfolio.
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Sector Distribution by Rental Incoine Sector Distribution by Lettable Floor Space
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*  Credit Tenant represents Dresdner Bank, Deutsche Bank and anchor tenants in the Bastion Portfolio, Belfry Portfolio and Truss
Portfolio.

Deutsche Bank Portfolio

The Company acquired 96 properties in Germany (contained in | 10 parcels of real estate for the purposes of
the relevant municipal register) through a sale/ledseback transaction with Deutsche Bank in December 2004, This
portfolio (the “Deutsche Bank Portfolio™) is approximately 295,000 square metres spread across 90 cities and
towns throughout Germany and predominantly consists of office buildings. As at 31 December 2004, it contained
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11% of Deutsche Bank’s retail bank branches in Germany'", and Deutsche Bank is expected to produce 68% of
the portfolio’s revenue from 52% by space in 2005. Deutsche Bank has leased the properties under two
arrangements: (1) 67% of the space (as at 31 December 2004) is leased to Deutsche Bank on fixed lease terms (of
which approximately two-thirds is leased for ten years); and (ii) 33% (as at 31 December 2004) is on flexible
lease terms (of which approximately one-third is leased to Deutsche Bank). The bank has the option to vacate half
of this flexible lease space in the first five years, a further 10% on the eighth anniversary and the final 40% on the
tenth anniversary. The lease with Deutsche Bank is indexed to the German consumer price index. A movement of
5% in the index (from the date of commencement of the lease or most recent rental adjustment) will result in a
rent adjustment of 100% of such index movement.

As at 31 December 2005, the total occupancy of the Deutsche Bank Portfolio was approximately 75% with
unlet space in the region of 75,000 m?. Approximately 3,500 m? of this vacant space has been leased and is due to
become occupied in the first half of 2006.

Retail Portfolio

To date, the Company has acquired (or has committed to acquire) 81 German retail assets amounting to
approximately 160,000 m* of lettable floor space into 3 separately financed portfolios, the Bastion Portfolio,
Belfry Portfolio and Truss Portfolio, as more particularly described below. The aggregate purchase price for the
retatl assets which the Company has agreed to acquire is approximately €208 milhion. These assets are leased
principally to national German retailers on leases substantially market standard in the German retail market.
Substantially all leases are indexed to the German consumer price index with a rental adjustment being made
once the index has moved 10% from a reference level set upon signing of each lease. The size of the adjustment
is generally between 50% and 100% of the index movement depending on the tenant and the term of the lease.

The Company’s retail assets in aggregate derive over 85% of their rental income from German national
retailers, including prominent national retailers such as the Edeka Group (approximately 25%), the Rewe Group
(approximately 19%), the Tengelmann Group (approximately 14%}, the Schwarz Group (approximately 7%) and
Tegut (approximately 6%).

Bastion Portfolio

The Company acquired a portfolio of recently developed grocery stores (the “*Bastion Portfolio™) in a sale-
feaseback transaction with Edeka Handelsgesellschaft Sudwest GmbH (“Edeka Southwest”) in 2005. The
transaction size is approximately €36 million. The Bastion Portfolio comprises 13 properties which are located in
small cities and towns in southwestern Germany, primarily between Frankfurt, Stuttgart and Saarbrucken. All the
properties are large format supermarkets and in aggregate have approximately 25,000 square meters of leaseable
space.

Edeka is a leading German grocery chain with €31.5 billion in annual revenue and in excess of 8,500 stores
in Germany with over 200,000 employees®. All 13 properties are leased to Edeka Southwest, the regional
subsidiary. Twelve properties benefit from 15-year net leases, while one property is subject to a 12-year lease
with extension options.

Belfry Portfolio

The Company acquired a portfolio of retail properties in various locations across Germany (the “Belfry
Portfolio™) for approximately €71 million in 2005. The Belfry Portfolio comprises 28 properties, the majority of
which are leased to prominent German retailers with long term leases.

The properties are mostly recently developed retail assets, generally in grocery, discounter or supermarket
formats with an aggregate lettable area of approximately 55,000 square metres. The portfolio currently benefits
from over 98.8% occupancy and in-place leases have a weighted-average lease term of 10 years. Over 85% of the
Belfry Portfolio’s income is due from prominent German retailers.

Truss Portfolio
The Company is in the process of acquiring a portfolio of retail properties held by various unconnected

sellers in various locations across Germany (the “Truss Portfolio™).

(1) Source: Deutsche Bank Annual Report 2004

(2) Source: Edeka website www edeka.de

36




As of the date of this Prospectus, the {Company has entered into purchase agreements to acquire
40 properties. The aggregate purchase price of these properties will be approximately €101 million. These
properties are mostly recently developed retail assets, generally in grocery, discounter or supermarket formats,
and have an aggregate lettable area of approximately 76,000 square metres. They currently benefit from almost

99.4% occupancy. In-place leases have a weighte
income is derived from prominent German nati

The acquisition of the properties that the
payment of the purchase price by the Company
customary in the German market.

d-average lease term of approximately 10 years and over 85% of
onal retailers.

Company has signed purchase agreements in respect of, and
is subject to the satisfaction of conditions precedent which are

The Directors also expect the Company to zlcquire a further similar property that the Manager has identified

and that would, following its acquisition, form p
aggregate purchase price for all of the assets m

Further information regarding the Compan
reports contained in Part X1 of this Prospectus
those properties in respect of which the Com
Prospectus.

Other European Real Estate Investments

In addition to direct real estate investments
investments which, whilst not direct investments,
lease basis.

In particolar, the Company has acquired app

€190 million. FIP is the first real estate invest
Finance. FIP owns a portfolio of approximately
of Italy with a concentration in North and C
approximately 2.6 million square metres and are|
The properties are managed on behalf of FIP b;
payable by FIP. The whole portfolio is subject
years. ]t also contains sell-down rights under wh
portfolio will be sold on a staggered basis over

art of this portfolio. If this additional property were acquired, the
aking up the portfolio would be approximately €106 million.

v's direct real estate investments is provided in the valuation
The valuation report relating to the Truss Portfolio only covers
pany has signed purchase agreements as of the date of this

the Company has made, and intends to continue to make, other
give it exposure to real estate assets which are leased on a credit

roximately 11% of the Class A units in FIP'® for approximately
ment fund promoted by the Italian Ministry of Economy and
400 non-residential urban properties spread across the Republic
entral Italy. The properties have an aggregate leased area of
leased to and occupied by various ltalian government agencies.
v Investire Immobiliare in return for a management fee that is
to a nine-year lease with an extension option of a further nine
ich it is expected that, following an initial two year lock-up, the
an 11 year period.

The FIP properties were transferred to FH}’ at a price of €3.3 billion but as at 31 December 2004 were

independently valued at approximately €3.7 bi
through a 15-year senior loan which at closin
Substantially all of the remainder of transfer pric
through the issue of 13,292 Class A Units (at the

FEuropean Real Estate and Other Asset Backed

CMBS and RMBS

The Company intends to continue to mak
secured by or evidencing ownership interests in
pool of mortgage loans secured by commercial
ownership interests in pools of mortgage loans s

Hlion. The acquisition of the properties by FIP was financed
g amounted to €1,994 million or 60% of the transfer value.
e was, after a bridging period, ultimately financed in July 2005
date of this Prospectus the Company owns 1500 Class A Units).

Securities

e CMBS and RMBS investments. CMBS are debt securities
a single mortgage loan secured by a commercial property or a
properties. RMBS are debt securities secured by or evidencing

Iecured by residential properties. The majority of investments in

CMBS are intended to consist of securities that are part of a capital structure or securitisation where the rights of

such class to receive principal and interest are su
classes of securities. The Directors expect that th
similar to that described above for CMBS.

QOther Asset Backed Securities

The Company may also make investments

various other types of collateral such as loans to

loans, whole business loans, aircraft loans, sub-

(3) The information in this paragraph regarding FIP and its
FIP and its manager.

bordinate to senior classes but senior to the rights of lower rated
e Company will continue to invest in RMBS of a credit quality

in other types of asset backed securities which are backed by
small and medium sized companies, non-performing mortgage
prime mortgage loans, auto loans and credit card loans.

property portfolio was provided to the Company in its capacity as an investor by
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European Real Estate Related Loans

The Company also invests in portfolios of European mortgage loans. These loans may take the form of
“B Notes”. A “B Note” is typically a privately negotiated loan (a) secured by a first mortgage on a single large
commercial property or group of related properties and (b) subordinated to an A Note™ secured by the same first
mortgage on the same property. The subordination of a B Note is typically evidenced by an inter-creditor
agreement with the holder of the related A Note. The Company may acquire B Notes in negotiated transactions
with the originators, as well as in the secondary market.

Other Investments

The Company may also selectively pursue special investment situations where the Manager believes cash
flows have been mispriced, such as discounted securities in particular sectors or jurisdictions which have fallen
out of favour due to economic pressures, regulatory issues or illiquidity.

Whilst it is intended the Company’s investment portfolio will be diversified in the manner described above,
as a result of changing market conditions, the percentage of its assets that will be invested in each category of
Target Investments cannot be predicted with any certainty.

Credit Risk Management

Credit risk refers to each individual debt issuer, borrower or tenant’s ability to make required interest,
principal or rental payments on the scheduled due dates.

The Company makes securities or loan investments that offer attractive risk-adjusted returns with long-term
principal protection under a variety of default and loss scenarios. While the expected yield on these investments is
sensitive to the performance of the underlying assets, in relation to securities, the first risk of default and loss is
usually borne by the more subordinated securities or other features of the securitisation transaction and, in
relation to loans, the selection of moderately leveraged loans to well capitalised borrowers mitigates the risk of
principal loss. The Company’s real estate investments are intended to offer risk-adjusted returns through the
selection of assets leased to tenants who are believed to be of high credit quality.

The Company further reduces credit risk by actively monitoring its investments and their underlying credit
quality and, where appropriate, repositioning investments to upgrade their credit quality and yield. A significant
portion of the Company’s investments are financed with collateralised debt obligations. The Company’s CDO
securities and loans financings (see “Financing Strategy and Match-Funded Discipline™ below) offer structural
flexibility to manage credit risk.

Financing Strategy and Match-Funded Discipline

The Company employs leverage in order to achieve its return objectives. The Company does not have a
predetermined target debt to equity ratio as the Directors believe the appropriate leverage for the particular assets
that the Company is financing depends on the nature and credit quality of those assets. As at 30 September 2005,
the Company’s debt to equity ratio was approximately 4 to 1 or 80% of gross assets (on an unaudited basis). The
Company maintains access to a broad array of capital resources in an effort to insulate its business from potential
fluctuations in the availability of capital. The Company utilises multiple forms of financing. For real estate asset
financing, the Company generally employs medium to long term secured non-recourse financing while for debt
assets it uses CDOs as well as repurchase agreements. The Manager may elect for the Company to bear a level of
refinancing risk on a short term or longer term basis, such as is the case with investments financed with
repurchase agreements, when, based on all of the relevant factors, bearing such risk is advisable. The Company
utilises Ieverage for the sole purpose of financing its portfolio and not for the purpose of speculating on changes
in interest rates.

The Company attempts to reduce interim refinancing risk and to minimise exposure to interest rate
fluctuations through the use of (a) match-funded financing structures whereby it seeks in respect of debt
obligations: (i) to match the maturities of the Company’s debt obligations with the maturities of its assets and
(ii) to match the interest rates on the Company’s investments with like-kind debt (i.e., floating rate assets are
financed with floating rate debt and fixed rate assets are financed with fixed rate debt). directly or through the use
of interest rate swaps, caps or other financial instruments, or through a combination of these strategies; and (b) in
the case of real estate investments, to structure the terms of its borrowings to ensure that such borrowings can be
refinanced or maintained to avoid the Company being forced to sell its investments prematurely. This allows the
Company to minimise the risk of having to refinance its liabilities prior to the maturities of its assets, or expiry of

38




its leases in the case of real estate investment$, and to reduce the impact of changing interest rates on the
Company’s earnings.

As at 30 September 2005, the weighted average life of the Company’s real estate related debt portfolio on an
unaudited basis was 4.1 years and the weighted{average life of its liabilities against the real estate related debt
portfolio was 6.9 years. These figures are unaudited.

Real Estate Financing

The Company generally procures medium to long-term non-recourse secured financing for both direct and
other real estate investments. 1t structures such ﬁr’mncing taking into account jurisdiction-specific factors to ensure
optimal returns. The Deutsche Bank Portfolio is financed with an 8.3 year (at signing) non-recourse secured
€246.5 million floating-rate term loan with €210 million hedged such that interest payments are fixed at
4.65% per annum. The Belfry Portfolio is financed with a 10 year (at signing) non-recourse €56.2 million term
loan which bears fixed rate interest at 4.66% and the Bastion Portfolio is financed with a seven year (at signing)
non-recourse €26.5 million floating-rate term loan hedged such that interest payments are fixed at 4.24% per
annum. The Truss Portfolio is financed with a 10 year {at signing) non-recourse €85 million term loan which
bears interest at the weighted average of the 10 year Euribor swap rate at each drawdown plus a margin of 1.30%.
As at 12 January 2006, €42,985,203 has been drawn down under the Truss Portfolio loan bearing interest at a
fixed rate of 4.73%. The FIP investment was financed with a 13 year (at signing) non-recourse €121.8 million
floating term loan which is hedged to bear interest at 5.41% increasing to Euribor plus 3.75% after the eighth year
of the term. Further details of these term loans, except the Truss Portfolio loan which was entered into after
30 September 2005, are set out in note 11 to the unaudited results of the Company for the nine month period
ended 30 September 2005, as set out in Part X1 of this Prospectus. Details of the financing of the Dresdner
Acquisition are set out in “Recent Developments — Dresdner Acquisition Financing’ in this Part 1I of the
Prospectus.

CDOs

The Company utilises securitisation structures, such as CDOs, as well as other financing structures (for
example long-term bank debt, commercial paper programmes, bond issues and other long-term financing
techniques) to match-fund certain Target Investments.

CDOs are multiple class debt securities, or bonds, secured by pools of collateral consisting of assets, such as
mortgage backed or other asset backed securities. In the Company’s case, the collateral will be certain Target
investments of a type that the Company typica}ly invests in. Like typical securitisation structures, in a CDO
(a) the assets are held by a bankruptcy remote SPV and financed by the issue by the SPV of one or more classes
of bonds, (b) further qualifying assets are acquired with the balance of the bond proceeds until a target amount
has been so acquired (during an investment period which is typically six to 18 months after the bonds are issued),
(c) the assets are pledged to a trustee for the benefit of the holders of the bonds, (d) one or more classes of the
bonds are rated by one or more rating agencies, and (e) one or more classes of the bonds are marketed to a wide
variety of fixed income investors, all of which enables the CDO sponsor to achieve a relatively low cost of long-
term financing. Unlike typical securitisation structures, the Company may structure its CDOs such that the
underlying assets may be sold, subject to certain|limitations, without a corresponding pay-down of the CDO debt
during the reinvestment period (which is typically three to five years), provided the proceeds are reinvested in
certain qualifying assets. Such CDO structures v\i'ill enable the Manager to manage, subject to certain limitations,
the pool of underlying assets. The Directors bel%eve that the Company’s CDO financing structures will enable it
to lock in a long-term cost of funds and minimise the risk that it has to refinance its liabilities prior to the
maturities of its investments while giving the ﬂ:exibility to manage credit risk.

|
Under a CDO financing structure, a portfolio of investments (other than direct real estate investments)

satisfying Eurocastle’s credit and diversiﬁcarioni investment criteria is assembled and held by an SPV. To help
finance the purchase of the underlying investments, the SPV may issue a series of notes. Notes issued pursuant to

a CDO transaction typically:

* are rated by one or more rating agencies (typically 50% — 70% or more of each CDO issuance is rated
“AAATY;

_* are listed on a recognised securities exchange (for example, Luxembourg or Ireland);

* are not subject to redemption at the request of any third party holders (and thus will not be subject to
refinancing risk for mismatched maturities):
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» are sold primarily to institutional investors; and

* only have a claim on the collateral of the issuer.

Eurocastie CDO 1

On 8 June 2004, the Company closed its first CDO financing, Eurocastle CDO 1, whereby a portfolio of real
estate securities and other asset backed securities were purchased by a consolidated subsidiary which issued
€372 million face amount of investment grade senior and mezzanine bonds and €28 million face amount of non-
investment grade mezzanine and subordinated bonds. The Company and its consolidated subsidiaries retained
€49 million of the mezzanine and subordinated bonds issued by Eurocastle CDO 1.

Eurocastle CDO 11

On 5 May 2005, the Company completed a CDO financing, Eurocastle CDO 1I, whereby a portfolio of
European real estate related securities and other asset backed securities were refinanced through a public issue
with a corresponding U.S. private placement by Eurocastle CDO 1I plc of £191 million of investment grade senior
and mezzanine bonds and £9 million of subordinated bonds. The Company and its consolidated subsidiaries
retained £17.5 million of the mezzanine and subordinated bonds issued by Eurocastle CDO 1.

In order to aveid a full interest charge being incuired on unused cash resulting from fully funding the CDO
on the closing date, Eurocastle CDO 11 plc secured a delayed draw commitment from the holder of a delayed
draw note that it issued, which entitles it to draw down up to £51 million from the purchaser of the AAA bonds
over the course of the approximately seven and one-half month ramp-up period. A commitment fee of 0.20% is
payable for this arrangement. Upon expiry of the ramp-up period, the CDO is required to have drawn-down the
full £51 million delayed draw amount such that the aggregate debt issued at this time amounts to £200 million.

The weighted average credit rating of Eurocastle CDO 11's portfolio of securities at closing was BBB. The
assets in this portfolio are, consistent with applicable rating agency criteria, diversified by asset type. industry,
location and issuer. The Directors expect that this diversification will mitigate the risk of capital loss to the
portfolio.

Eurocastle CDO 111

On 28 April 2005, the Company completed a CDO financing, Eurocastle CDO 11, whereby a portfolio of
European real estate related securities and other asset backed securities were refinanced through a public issue
with a corresponding U.S. private placement by Eurocastle CDO III plc of €383 million of investment grade
senior and mezzanine bonds and €17 million of subordinated bonds. The Company and its consolidated
subsidiaries retained €30 million of mezzanine and subordinated bonds.

In order to avoid a full interest charge being incurred on unused cash resulting from fully funding the CDO
on the closing date, Eurocastle CDO III plc secured a delayed draw commitment from the holder of delayed draw
note that it issued, which entitles it to draw down up to €158 million from the purchaser of the AAA bonds for the
duration of the approximately seven and one-half month ramp-up period. A commitment fee of 0.20% is payable
for this arrangement. Upon expiry of the ramp-up period, the CDO is required to have drawn-down the full
€158 million delayed draw amount such that the aggregate debt issued at this time amounts to €400 million.

The weighted average credit rating of Eurocastle CDO IIT’s portfolio of securities at closing was BBB+. The
assets in this portfolio are, consistent with applicable rating agency criteria, diversified by asset type, industry,
location and issuer. The Directors expect that this diversification will mitigate the risk of capital loss to the
portfolio.

Eurocastlie CDO 1V

The Company, through Eurocastle CDO 1V plc (a newly established SPV borrower), entered into a term
credit multi-currency facility for €400 million on 14 July 2005 in order to finance investments in asset backed
securities and real estate related loans. In accordance with the Company’s match-funding financing philosophy,
this facility replicates many of the features of a traditional CDO financing including sheltering the SPV borrower
from mark to market risk on its investments. The three year extendable facility allows the SPV borrower more
flexibility in its eligibility criteria than those contained in Eurocastie CDO 1, Eurocastle CDO 11 or Eurocastle
CDO 11, including having substantial flexibility to invest in real estate related loans. The lender uses a rating
agency CDO model to determine the level of equity contribution the Company, or a consolidated subsidiary.
needs to make to the SPV borrower to maintain the senior financing levels provided by the lender.
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Short-Term Financing

The Company currently also uses short-term financing. in the form of repurchase agreements, bridge
financings and bank warehousing facilities, as an intermediate step prior to the implementation of its match-

funded financing structures. Short-term financing may alse be employed in relation to assets which are not
suitable to be financed on a long-term basis. Such assets are currently held through Eurocastle Funding, an SPV
established by the Company. Any contractual olEyligations entered into by Eurocastle Funding with third parties
may be guaranteed and have recourse to the Company’s assets. The assets of Eurocastle Funding are managed by

Fortress pursuant to the Funding Management iAgreement. a summary of which is set out in Part VI of this
Prospectus.

Currently the Company has a revolving €50 million credit facility with Deutsche Bank AG, London, details
of which are set out in 7.12 of Part VI of this Prospectus.

Amount of Leverage

The amount of equity relative to the extemal| debt of the Company will depend, among other things, upon the
diversification and quality of the underlying investments. In any case, the total leverage of the Company will not
exceed 95% of its gross assets. As at 30 September 2005, the Company on a consolidated basis had incurred

approximately €1.550 million of debt representing 80% of its gross assets (on an unaudited basis).

See the Company’s pro-forma financial information set out in Part X1I of this Prospectus for the Company’s
anticipated total leverage following the acquisiti'on of the Dresdner Portfolio.

. . . ol . - - . . .
For certain risks related to the Company’s financing strategy see the risk factors set out in the section entitled
“Certain Risk Factors™ in this Prospectus.

Interest Rate and Currency Hedging Activities

The Company and its consolidated subsidiaries may enter into derivative transactions for the purposes of
efficient portfolio management, where appropriate, to protect their investments from interest rate fluctuations and
foreign exchange fluctuations. These transactions may include swaps. the purchase or sale of collars, caps or
floors, options, mortgage derivatives and other h(]zdging instruments. These instruments may be used to hedge as
much of the interest rate and currency risk as the [Manager determines is in the best interests of the relevant entity,
given the cost of such hedges. The Manager may elect to have the relevant entity bear a level of interest rate and
currency risk that could otherwise be hedged when the Manager believes. based on all relevant facts, that bearing
such risks is advisable. The Company and its coglsolidated subsidiaries may enter into derivative transactions to
gain exposure to investments but not for specu]afntive purposes.

For a discussion of certain risks related to the use of derivatives, see the risk factors set out in the section
entitled “Certain Risk Factors™ in this Prospectus.

Dividend and Dividend Policy

The Company currently pays regular quarterly dividends to Shareholders and the Directors expect to
continue this policy. The Company’s aim is to pay all or substantially all of its earnings in the form of dividends

to Shareholders (excluding surpluses from the sale or realisation of investments held directly by the Company).

Since the initial public offering in June 2004, the Board of Directors of the Company has declared the
following dividends:

Record Date Payment Date Per Share Dividend
2004 — Third quarter 29 October 2004 5 November 2004 €0.30
2004 — Fourth quarter 4 March 2005 11 March 2005 €0.33
2005 — First quarter 29 April 2005 6 May 2005 €0.33
2005 — Second quarter 24 June 2005 15 July 2005 €0.35
2005 — Third quarter 28 October 2005 11 November 2005 €0.37
2005 — Fourth quarter 27 January 2006 17 February 2006 €0.37
Total dividends to date €2.05

The dividend per Share for the year ended |31 December 2004 was €0.63. The dividend per Share for the
year ended 31 December 2005 was €1.42. The Company may revise its dividend policy from time to time and
there can be no assurance that the Company will continue to pay dividends at the levels set out above or at all.
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Current Investments'”

As at 12 January 2006 (the latest practicable date before the publication of this Prospectus), the Company
held €719 million (by carrying value) of real estate investments located in Germany and ltaly and its diversified
portfolio of real estate related debt totalled €1,533 million (face amount). Its portfolio of real estate related debt
consisted of 38% Sterling-denominated investments and 62% Euro denominated investments with collateral
spread 50%. 16%, 12% and 22% respectively between UK, Italy, Germany and other European countries.
Excluding loans with a face value of approximately €93 million, the real estate related debt portfolio had a
weighted average credit rating of BBB+.

As at 12 January 2006 the 10 largest investments held directly (or indirectly through SPVs) by the Company
were as follows™:

Face Cost Carrving Coupon Discount  Expecteg _Public Credit Ratings

Investment/Security Name Asset Type  Amount Basis Value  Margin Margin Maturity ~ S&P  Moody’s  Fitch
(€'000)
1 FIP Real Estate 150,000 184,314 198,000 n/a na nfa na nfa nfa
Fund Units
2 CAIRO 1A NPL 44500 44,500 44,500 90 90 06/09/2007 — —  AAA
3 HELOCIX B CMBS 41476 41,476 41,268 52 52 25/03/2006 Aa3 — AAA
4 Mapeley Columbus Limited LOAN 32552 32241 32,241 228 235 LI12012 NR NR NR
S GECO2002D CMBS 28,000 27,940 28,087 190 195 291172009 Baal — BBB
6 TREVIIXB NPL 24,000 23897 24,156 240 278 100212007 Al BBB- —
7 ANNFIN O CMBS 23,529 24,589 24670 97 7 22/1012008 A2 — A
8 PUNTVB WBS 23285 23285 23,343 110 110 29/07/2014  Baal — BBB
9 VALES!G CMBS 22,000 21.849 21,657 180 243 (4/04/2013 — — BBB
10 PROMI 1D CMBS 21,829 21.829 21,829 150 150 06/11/2012  Baa2 — BBB

Descriptions of each of the Investments are as follows:
(1) FIP — Investment in 1,500 Class A Units issued by FIP. a closed-ended Ttalian real estate fund, backed by a portfolio of real estate

leased to an Italian Govermment agency.

(2) CAIRO |A -— Securitisation of Ttalian Non-Performing Loans, largely originated by Banco Nazionale del Lavoro, secured on the
underlying real estate.

(3) HELOC 1X B — Securitisation of loan secured on portfolio of 31 Thistle Hotels in UK.

(4) Mapeley Columbus Limited — A portion of a B Note from a loan made to, inter alios. Mapeley Columbus Limited, secured over
UK real estate.

(5) GECO 2002 D — Securitisation of 173 commercial property loans made by Westfalische Hypothekenbank (now part of the Hypo Real
Estate Bank AG) in Germany.

(6) TREVI 1X B — Securitisation of a portfolio of non-performing loans by Capitalia (formerly Banca di Roma). The portfolio is largely
secured by real estate.

(7) ANNFIN O — Securitisation of a real estate loan for a 45,000 unit estate of married quarter properties leased to the UK Ministry of
Defence.

(8) PUNTVB — Securitisation of a portfolio of UK public houses.

(9) VALES 1 G — Securitisation of a commercial mortgage loan originated by Hypo Real Estate Bank Intemational (Hypo), secured by a

portfolio of commercial properties located in Germany.

(10) PROMI 1D — Securitisation of UK commercial property loan portfolio originated by Bank of Scotland (now part of HBOS).
Use of Proceeds

The Company is seeking to raise further equity having used all of the proceeds of its offering in June 2005 to
fund the acquisition of investments and repayment of debt. Assuming the Over-allotment Option and Manager’'s
Options are not exercised, it is expected that the Offer will raise approximately €339 million of net proceeds
(after deduction of underwriting commissions and other expenses payable by the Company in connection with the
Offer). All of the net proceeds of the Offer will be used to fund the Dresdner Acquisition. 1f the Company does
not complete the Dresdner Acquisition, it will use such net proceeds to acquire further investments in accordance
with its investment guidelines (o increase the size and diversification of its portfolio. To the extent the Company
does not use the net proceeds to acquire investments in the near term, it will use the net proceeds to repay
amounts outstanding under its revolving debt facilities and reduce funding costs until such time as funds are
required for further investments, at which point the Company will redraw to fund such investments.

4y All information relating to the Company’s current investments set out in this secction is presented on an unaudited basis.

(5)  Soarce: Company’s management accounts.




Financial Information

Consolidated Financial Information for the {period ended 31 December 2004 are set out in Part 1X of this
Prospectus. Unaudited results for the six month period ended 30 June 2005 are set out in Part X of this
Prospectus. Unaudited results for the nine month period ended 30 September 2005 are set out in Part X1 of this
Prospectus. Pro-Forma Financial Information is set out in Part XII of this Prospectus.

There has been no significant change in thﬁl financial or trading position of the Group since 30 September
2005, the date to which the interim results set out in Part XI of this Prospectus were prepared.
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PART 1II

OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The discussion and analysis below provides information which the Direciors believe is relevant 10 an
assessment and understanding of its consolidated financial position and results of operations. You should read
this discussion and analysis in conjunction with the consolidated financial statements and related notes in
Parts IX, X and X1 of this Prospectus.

The following discussion and analysis conmtains statements reflecting the Directors’ views about the
Company’s future performance and constitutes *‘forward-looking statements’’. These views may involve risks and
uncertainties that are difficult to predict and may cause the Company’s actual results to differ materially from the
results discussed in such forward-looking starements. Readers should consider that various factors, including
changes in general economic conditions, developments in the European property markets, influence of currency
Suctuations and inflation, and other factors discussed in the section entitled ' Certain Risk Factors” in this
Prospectus. may affect the Company’s performance. The Company undertakes no obligation to update publicly
any forward-looking statements, whether as a result of new information, future events or otherwise save 1o the
extent it is required 10 do so under applicable law or regulation.

The Company has prepared its consolidated financial statemenis in accordance with International Financial
Reporting Standards (or “IFRS” ) which differ in certain respects from accounting principles generally accepied
in the United States.

For the purposes of this section, the term “Company” means Eurocastle Investment Limited and where the
context requires, Eurocastle Investiment Limited and its consolidated subsidiaries.

The financial inforimation in this Part Il has been extracted without material adjustment from the
Company's audited accounts for the year ended 31 December 2004, its unaudited interim results for the six
months ended 30 June 2005 and its unaudited results for the three months ended 30 September 2005.

Operating Results

Six months ended Three months ended
30 June 30 September
Year ended 31 December (unaudited) (unaudited)
2004 2003* 2008 2004 2005 2004
(€°000)

Operating Income
Interest income 23.902 50 30,437 2,763 16,970 9,020
Increase in fair value of total

return swap — — — — 428 —
Rental income 344 — 12,655 —_ 6,408 —
Real estate fund unit income — —_ — — 3,607 —
Gain on securities portfolio

contract 4,141 611 — 4,056 — 84
Realised gain on disposal of

investment properties — e — — 731 —
Realised gain on disposal of

available-for-sale securities 1,356 — 1,853 — 380 —
Increase in fair value of real

estate fund units — —_— —_ — 7,122 —
Increase/(decrease) in fair value

of investment properties — — 513 — (68) —
Total operating income 29,743 661 45,458 6,819 35,578 9.104
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Operating Expenses

Interest expense

Loss on foreign currency
translation

Property operating expenses

Other operating expenses

Total operating expenses

Profit on ordinary activities
before taxation

Taxation expense

Net profit (loss)

Earnings Per Ordinary Share

Basic

Diluted

Weighted Average Shares
Outstanding

Basic

Diluted

Note:

Six months ended

Three months ended

* period from 8 August 2003 (formation date) to 31 December 2003.

Balance Sheet Data

Asset backed securities (includes cash to be

invested)

Asset backed securities pledged under repurchas

agreements
Real estate loans

Real estate loans pledged under repurchase

agreements
Investment properties
Real estate fund units
Cash and cash equivalents
Restricted cash
Other assets
Total assets
Debt obligations
Other liabilities
Minority interest
Shareholders” equity
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30 June 30 September
Year ended 31 December (unaudited) (unaudited)
2004 2003* 2005 2004 2005 2004
(€°000)
13,663 — 25,495 1,808 14,876 4,512
613 e 1,159 50 314 230
33 — 1,202 — 917 —
3,403 759 4,100 1,175 2,529 1,179
17,712 759 31,956 3,033 18,636 5.921
12,031 — 13,502 3,786 16,942 3,183
— — 287 — 590 —
12,031 (98) 13,215 3,786 16,352 3,183
0.79 (0.01) 0.71 0.32 0.68 0.17
0.78 (0.0D 0.69 0.32 0.65 0.17
15,214,818 11,857,670 18,529,515 11,930,263 24,209,670 18.463,670
15,495,783 11,857,670 19,253,965 11,955,615 25,046,485 18,943,733
As of As of
30 June 30 September 30 September
2005 31 December 2005 2004
(unaudited) 2004 (unaudited) (unaudited)
(€°000)
923,682 796,522 1,143,354 693,713
[
289.703 467,962 60,393 164,479
33,170 21,938 63,328 —
14,069 — 36,304 —
319,451 318,514 398,042 —
— — 181,992 —
87,650 10,293 17,500 1.619
1,769 2,812 1,879 2,273
12,918 9.578 24,937 6,877
1,682,412 1,627,619 1,927.734 868.961
1,337,339 1,154,310 1,550,281 654,027
53,207 266,887 71,214 11,617
2 2 2 2
291,364 206,420 306,237 203.215



Supplemental Total Real Estate and Other ABS Securities and Real Estate Loans Data

As of As of

30 June 30 September 30 September

2005 31 December 2005 2004

(unaudited) 2004 (unaudited) (unaudited)

(€000)

Weighted average asset yield 4.09% 4.18% 4.06%" 425%

Weighted average liability cost 2.65% 2.73% 2.72% 2.68

Weighted average net spread 1.44% 1.45% 1.34% 1.57%
Weighted average credit rating BBB+" BBB+'" BBB+" BBB+'"

Percentage investment grade 89% 93% 92% 88%

Number of securities 92% 85% 106% 67%

Note:
(1) Publicly rated securities only
(2)  Includes assets and liabilities referenced under a total return swap

(3)  Excludes short-term investments with a maturity of less than 3 months and rated A-1+ by Standard & Poors and P-1 by Moody's

Consolidated results for the year ended 31 December 2004 compared with the period from incorporation
on 8 August 2003 to 31 December 2003

The Company commenced operations on 21 QOctober 2003, and therefore the results for 2003 do not
represent a full year. Total income for 2003 was €0.7 million compared to €29.7 million for all of 2004. Total
income for 2003 principally comprised gains on a securities portfolio contract with Morgan Stanley. The
Company purchased these securities underlying this derivative style contract during the middle of 2004 and at
that time realised additional gains of €4.1 million. Total income for 2004 also included interest income of
€23.9 million from the Company’s €1,286.4 million portfolio of interest bearing asset backed securities and
loans. The Company also generated total gains of €1.4 million on disposals of approximately €40 million of asset
backed securities in the last quarter of 2004. There were no securities disposals in 2003.

In addition to acquiring real estate and other asset backed securities and real estate refated loans during
2004, the Company also completed its first sale-leaseback real estate transaction for €318.5 million. This
investment allowed the Company to invest substantially the remainder of the capital raised in its June 2004 initial
public offering. This sale-leaseback is a long-term investment and enables the Company to capitalise on attractive
opportunities in European credit leased real estate investments. The transaction was not completed until the end
of December and therefore had minimal impact on the 2004 results, contributing €0.3 million of rental income
before financing costs and other related expenses.

Interest expense for 2004 amounted to €13.7 million and represented the costs of match funding the
Company’s securities and loans portfolio. The increase in other operating expenses from €0.8 million in 2003
(from 21 October 2003 to 31 December 2003) to €3.4 million for the full year 2004 was primarily due to the
increased costs of operating as a listed company and the increased asset base and capital of the Company.

Despite credit spreads of European asset backed securities having reached historically tight levels by the end
of 2004, the Company continued to find attractive opportunities to deploy capital at attractive risk adjusted
returns. As at 31 December 2004, the Company’s securities and loan portfolio (excluding short term investments)
had an average credit rating of BBB+ and was yielding a net return after financing costs of 1.45%.

The Company’s 2004 net profit after taxation was €12 million, or €0.78 per diluted share, compared to a net
loss of €0.1 million for 2003, or €0.01 per diluted share.

Consolidated unaudited results for the six months ended 30 June 2005 compared with the six months
ended 30 June 2004

Total income for the six months ended 30 June 2005 was €45.5 million compared to €6.8 million for the six
months ended 30 June 2004. This increase in income was due to the Company owning assets generating
substantially greater income during the six months ended 30 June 2005 as compared to assets held during the
same period in 2004. Total income for the six months ended 30 June 2005 comprised interest income of
€30.4 million, rental income of €12.7 million, realised gains on disposal of securities of €1.9 million and an
increase in the fair value of investinent properties of €0.5 million. Interest income was on half year-end securities,
loans and cash (the usage of some of which is restricted by the terms of the CDO) of €1,350.0 million. By half
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year-end, the securities and loans portfolio was yielding 4.09% Rental income was in line with expectations and
represented the full six months rental contribution from the direct real estate portfolio acquired in December

2004. The Company also generated total gains
securities during the half year.

of €1.9 million on disposals of approximately €87 million of

Total income for the corresponding period in 2004 amounted to €6.8 million and included €2.8 million of
interest income on substantially lower balance of interest-bearing securities and €4.0 million of unrealised gains

. . . . i
(a combination of net interest income and mark t

contract. There were no disposals of securities i

estate investments during the period and therefo

Interest expense for the six months ended 3
cost of a €246.5 million 8.3 year term loan with

market gains on the reference assets) on the securities portfolio
n the first six months of 2004. The Company had no direct real
re no rental income was generated.

June 2005 amounted to €25.5 million and included the interest
Hypo Real Estate International, entered into in December 2004,

to finance the Initial Real Estate Portfolio. The interest rate on this loan is three month Euribor plus 1.18% After
allowing for a matching term fixed rate interest rate swap on €210 million of the loan, the average cost of

financing the Deutsche Bank Portfolio at the end
debt financing of the Company’s securities and 1

of June 2005 was 4.56% The weighted average liability cost of
oans portfolio as at 30 June 2005 was 2.65%. giving a net yield

of 1.44% Interest expense for the half year ended 30 June 2004 amounted to €1.8 million reflecting substantially

lower outstanding debt during the period as co
average financing cost at the end of June 2004

mpared to the six months ended 30 June 2005. The weighted
vas 2.68%, giving a net yield of 1.42%.

The increase in property and other operating expenses from €1.2 million in the six months ended 30 June
2004 to €5.3 million in the six months ended 3¢ June 2005 was primarily due to the accrual of incentive fees,
management fees charged on a larger capital base. non-recoverable service charge expenses relating to the Initial
Real Estate Portfolio and the additional fees zm:d costs associated with administering the Company as a listed

company. i

The Company’s net profit after taxation for Ethe six months ended 30 June 2005 was €13.2 million, or €0.69
per diluted share, compared to €3.8 million, or €0.32 per diluted share, for the six months ended 30 June 2004.
The return on average invested capital during the six months ended 30 June 2005 was 12.8% compared to 6.2%
during the six months ended 30 June 2004. Earnings for the six months ended 30 June 2005 were based on
shareholders’ equity and total assets of €291.9 million and €1,682.4 million, respectively, compared to
significantly lower shareholders’ equity of 196.4 million and total assets of €638.5 million at the end of June
2004,

Consolidated unaudited results for the three months ended 30 September 2005 compared with the three
months ended 30 September 2004

Total income for the third quarter of 2005 was €35.6 million compared to €9.1 million for the third quarter
of 2004. The significant increase in income was due to the Company owning assets generating substantially
greater income during the three months ended 30.September 2005 as compared to the assets held during the same
period in 2004. Third quarter 2005 total income comprised interest income of €17.0 million, rental income of
€6.4 million on direct real estate acquired in December 2004 and on additional direct real estate investments
made in August and September 2005, realised |gains on disposal/redemption of securities of €0.4 million, a
decrease in the fair value of investment propem'ies of €0.1 million, €3.6 million from real estate fund units, a
€7.1 million increase in the fair value of real estate fund units and a €0.7 million profit on the disposal of
investment properties. By quarter-end, the securit{ies and loans portfolio was yielding 4.6% Rental income was in
line with expectations and represented the full quarter’s rental contribution from the real estate portfolio. The
Company also generated total gains of €0.4 mijlion on disposals of approximately €152 million of securities
during the quarter. During the quarter, the Company’s investment in FIP generated interest income and fair value
gains of €10.7 million in total. The Company also generated mark to market gains of €0.4 million from a single
total return swap entered into in the quarter.

Total income for the corresponding period in 2004 amounted to €9.1 million and included €9.0 million of
interest income on substantially lower balance of interest-bearing securities and €0.1 million of unrealised gains
{a combination of net interest income and mark to market gains on the reference assets) on the securities portfolio
contract. There were no disposals of securities in the third quarter of 2004. The Company had no direct real estate

investments during the quarter and therefore no

Interest expense for the third quarter 2005
€1.55 billion and included the interest cost of a €
into in December 2004, to finance the Deutsche

rental income was generated.

amounted to €14.9 million on quarter end debt obligations of
246.5 million loan with Hypo Real Estate International, entered
Bank real estate portfolio. The interest rate on this loan is three
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month Euribor plus 1.18% After allowing for a matching term fixed rate interest rate swap on €210 million of the
loan, the average cost of financing this investment at the end of September 2005 was 4.65% During the quarter,
the Company financed its Belfry Portfolio with a 10 year loan at the 10 year swap rate plus a margin of 1.4% and
financed its Bastion Portfolio with a 7 year loan at Euribor plus 1.2% Its purchase of the FIP units was financed
with a 13 vear loan at Euribor plus 1.95% At the quarter end. the weighted average liability cost of the debt
financing the Company’s securities and loans portfolio was 2.72%, giving a net yield of 1.34% Interest expense
for the three months ended 30 September 2004 amounted to €4.5 million on quarter end debt obligations of
€654 million. The weighted average financing cost at the end of September 2004 was 2.68%, reflecting the lower
cost short-term repo financing of the investment portfolio at that time, giving a net yield of 1.57%.

The increase in property and other operating expenses from €1.2 million in the third quarter 2004 to
€3.4 million in the third quarter of 2005 was primarily due to the accrnal of incentive fees (no incentive fees had
been accrued in 2004), management fees charged on a larger capital base and non-recoverable service charge
expenses.

The Company’s net profit after taxation for the third quarter of 2005 was €16.4 million, or €0.65 per diluted
share, compared to €3.2 million, or €0.17 per diluted share, for the third quarter of 2004. The funds from
operations (““FFO’") return on average invested capital during the quarter was 12.5% Third quarter 2005 earnings
were based on quarter-end shareholders” equity and total assets of €306 million and €1.928 million, respectively,
compared to significantly lower shareholders’ equity of €203 million and total assets of €867 million at the end of
September 2004.

Liquidity and Capital Resources

The Company’s ability to execute its business strategy, particularly the growth of its investment portfolio,
depends to a significant degree on its ability to obtain additional capital.

The Company’s primary sources of funds consist of cash provided by operating activities, borrowings under
loans and credit facilities and the issuance of debt and equity securities. The Company’s loans and debt securities
are generally secured directly over its assets. The Company expects that its cash on hand and cash flow provided
by operations will satisfy its liquidity needs with respect to its current investment portfolio over the next twelve
months. The Company expects that its long-term liquidity requirements, specifically the repayment of its debt
obligations, will be met through additional borrowings and the liguidation or refinancing of its assets at maturity.

A significant portion of the Company’s investments are financed in the capital markets through the issuance
of collateralised debt obligations, known as CDOs. If spreads for CDO liabilities widen, or if demand for such
Jiabilities diminish, then the ability to execute future CDO financings will be restricted. Proceeds from the sale of
real estate and other asset backed securities which serve as collateral for the Company’s CDOs, including gains
thereon, must be retained in the CDO structure until the related bonds are retired and are therefore not available
to fund current cash needs.

The Company finances some of its securities and loans with short term repurchase agreements with a
number of investment banks. As at 30 September 2005 (on an unaudited basis), the Company was financing
€96.7 million of its securities and loan portfolio through repurchase agreements totalling €86.2 million. The
Company entered into a term facility in July 2005 which has been used to refinance a significant part of the
portfolio previously financed through short term repos, as well as providing term financing for additional
securities and loans (See “Financing Strategy and Match-Funded Discipline” in Part 11 of this Prospectus).

The Company financed the Deutsche Bank Portfolio with a €246.5 million facility. The Portfolio is
primarily leased to credit tenants with medium-term to long-term leases and is therefore also expected to generate
generally stable current cash flows. In addition, in the third quarter, the Company entered into a €56.2 million
term facility and a €26.5 million term facility to finance the purchase of the Belfry Portfolio and Bastion Portfolio
respectively.

In addition, the Company expects the Dresdner Portfolio to be leveraged at approximately 75%. The
Company is currently negotiating the definitive terms of the loan facility with a group of financial institutions
including Deutsche Bank, which is one of the Joint Bookrunners of the Offer. Like the Deutsche Bank Portfolio,
income generated from the Dresdner Portfolio is expected to be stable as approximately 80% (by rental income)
of the portfolio is to be leased to Dresdner for an average lease term of 8.5 years.

The Company’s real estate financing is more particularly described under “*Real Estate Financing™ in Part 1]
above and in note 11.2 to the unaudited financial results for the three months ended 30 September 2005 included
in this Prospectus.
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The Company has in place with Deutsche |
provide temporary working capital. This facility
Prospectus.

Interest Rate Risk

Bank AG. London a revolving credit facility of €50 million, to
is described in more detail in paragraph 7.12 of Part VI of this

The Company’s primary interest rate exposure relates to its real estate and other asset backed securities,

loans and floating rate debt obligations, as well as its interest rate swaps. Changes in the level of interest rates also

can affect the Company’s ability to acquire securi

of such assets.

The Company’s general financing strategy
seeks to match the maturities of its debt obligatic
having to refinance its liabilities prior to the matu
on its earnings. In addition, the Company mat
directly or through the use of interest rate swap

C

ties and loans and its ability to realise gains from the settlement

focuses on the use of match-funded structures, meaning that it
ns with the maturities of its investments to minimise the risk of
rities of its assets, reducing the impact of changing interest rates
h funds interest rates on its investments with like-kind debt

> .

As of 30 September 2005 (on an unaudited basis). a 100 basis point increase in short-term interest rates

would increase the Company’s eamings by appr

Foreign Currency Risk

The Company’s primary foreign currency
portfolio of securities and loans. Changes in the
streams of the Company’s non-euro denominate
through a combination of (i) sterling denominatec
hedge its net sterling equity investment.

oximatety €0.9 miltion per anmum.

exchange rate exposure relates to its sterling denominated
currency rates can adversely impact the fair values and eamings
d assets and liabilities. The Company has mitigated this impact
1 financing and (ii) rolling forward foreign exchange contracts to

In connection with the Company’s purchase of its asset backed securities and real estate related loans, the

foreign currency risk is hedged through forward

Prospects

The Company’s ability to increase earnings
capital at attractive levels. The Company’s finan

foreign currency exchange contracts.

ind dividends largely depends upon its ability to raise and invest
ial performance since 31 December 2004 has been satisfactory

and the markets for the Company’s target investrments have been robust and deal flow has been and continues, to
be strong. Accordingly, the Directors believe that the Company’s financial performance was satisfactory for the
last quarter of 2005 and will continue to be satisfactory for at least the rest of the current quarter. Based on

expected growth in the European ABS market, W]

hich has been growing consistently in recent years on an annual

basis, on the pipeline for European real estate loans and credit leased real estate investments and on the

Company’s key competitive strengths, the Dire

capitalise on market opportunities and, with the
ended 31 March 2006 as discussed in the Sumrm
dividends and attractive risk-adjusted returns.

ctors believe that the Company is currently in a position to
possible exception of the dividend for the three month period
nary of this Prospectus, to continue to be able to deliver stable

49




PART 1V

MANAGEMENT OF THE COMPANY

Management of the Company

The Board of Directors is responsible for the determination of the Company’s investment objectives and
policies as specified in this Prospectus and has responsibility for its activities. The Company has, however,
appointed Fortress to be responsible for managing the Company and its portfolio of assets on a discretionary basis
in accordance with the investment objectives and policies of the Company.

The Manager

Fortress is a global alternative investment and asset management firm with approximately U.S.$16 biilion of
equity capital currently under management"’. Fortress was founded in 1998 by a group of senior professionals led
by Wesley R. Edens. Today, the other principals of Fortress with responsibility for managing the Company
include Messrs. Peter L. Briger, Jr., Robert 1. Kauffman and Randal A. Nardone. Fortress has three alternative
investment businesses: private equity, real estate securities and hedge funds. Fortress employs, together with its
affiliates, over 400 people'”. Fortress is headquartered in New York City and its affiliates have offices in Dallas,
Frankfurt, Geneva, Hong Kong, London, Rome, San Diego, Sydney and Toronto.

The Manager’s principals have an average of more than 20 vears of experience'”’ in the fields of real-estate

investment, asset-based investing and finance and risk management with respect to both dollar and non-dollar
denominated investments. The founders of the Manager have been involved in the acquisition of over
U.S.839 billion of assets (of which U.S.$15 billion of such assets are in Europe)‘” and issues of over
U.S.520 billion of asset backed securities (of which U.S.$10 billion have been issued in Europe)'".

Examples of the Manager’s experience are as follows:

Newcastle

Fortress manages a number of entities that invest in real estate securities, including Newcastle Investment
Corp., a New York Stock Exchange listed real estate investment and finance company, which qualifies as a real
estate investment trust for U.S. federal tax purposes. Newcastle invests in U.S. real estate securities and other real
estate related assets using a similar investment strategy and financing techniques to those of the Company. As of
23 January 2006, Newcastle had a market capitalisation of over U.S.51.1 billion. Newcastle’s total return to
stockholders since its initial public offering in October 2002 through 23 January 2006 is approximately 155%".

As at 30 September 2005, Newcastle’s investment portfolio totalled U.S.$5.6 billion'” which consisted of
U.S.54.9 billion of real estate securities and real estate related Joans and U.S.$695.5 million of residential"!
mortgage loans. As of fourth quarter 2005, Newcastle paid an annualised dividend of U.S.$2.50 per share (a 39%
increase on the fourth quarter 2002 dividend (being the first period for which a dividend was paid following its
initial public offering)) and has consistently generated returns on average invested common equity in the mid
teens'”. Since 1999 Newcastle has administered and acquired eight real estate securities portfolios which are ail
financed through CDOs'”,

In addition to its management activities in the United States, as a result of its private equity investments in
Germany, the Manager also manages, through Gagfah Immobilien Management GmbH, a German residential real
estate portfolio acquired in September 2004 of approximately €3.9 billion'”. Fortress-managed funds also own a
second significant German residential real estate portfolio through NILEG Immobilien Holding GmbH, which
was acquired in September 2005 for approximately €1.6 biilion'""

Fortress-managed funds also currently own a 65% interest in a real estate company, Mapeley Limited'",
which is listed on the London Stock Exchange. Mapeley Limited currently manages around two million square
metres of real estate in the United Kingdom with a value as at 30 September 2005 of approximately

£1.4 billion'.

(1) Source: Fortress Investment Group LLC

(2) Source: Mapeley Limited third quarter results announcement 28 October 2005
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Further, through private equity investments
loan servicing businesses (specialized in non per
Srl. The two companies are currently servicing |

The Manager has appointed Fortress Invest
Manager, to provide investment advice to the M

The Manager’s Resources

The Company relies on the facilities and res

in Italy, Fortress-managed funds have interests in two Italian
forming loans), Italfondiario SpA and Castello Gestione Crediti
an portfolios with a face value of approximately €22 billion*”.

ment Group (UK) Limited, a wholly-owned subsidiary of the
anager including in relation to the Company.

ources of the Manager to conduct its day to day operations. The

Company will have access to all of Fortress’s infrastructure (operational and risk management systems) and

|

resources as well as a dedicated team of professionals responsible for the day-to-day operations of the Company.

The Directors also expect the long-standing cl

| . . . .
Pse working relationships of the Manager with most market

participants will afford the Company priority access to investments. The Manager is an investment adviser
registered with the U.S. Securities and Exchangé Commission pursuant to the Investment Advisers Act.

Conflicts

The Management Agreement generally does
or managing any other vehicle that invests gener:
in a broad spectrum of investment activities that a
with the Company’s. However, the terms of the
controlled by or under common control with the
company or vehicle whose investment policies,
investments in credit sensitive European real es

company or vehicle shall be prohibited from inves

number of investment vehicles managed or spon

investment objectives which overlap, in part, w

therefore face a number of conflicts of interest wi
investment opportunities.

The Manager does not manage any vehicle
related securities other than the Company.

not limit or restrict the Manager from engaging in any business
lly in Target Investments. The Manager and its affiliates engage
re independent from and which may, from time to time, conflict
Management Agreement prohibit the Manager and any entity
Manager from raising or sponsoring any new investment fund,
guidelines or plan targets, as its primary investment category,
tate related securities it being understood that no such fund,
ting in credit sensitive European real estate related securities. A
sored by the Manager or its investment advisory affiliates have
ith the Company’s investmnent objectives. The Company will
th the Manager and its affiliates with respect to the allocation of

which invests primarily in credit sensitive European real estate

If and when other vehicles managed by the Manager intend to invest in Target Investments, the Manager will

use its best judgment and act in a manner wh

opportunities, with the decision to allocate any
discretion. It is possible, therefore, that the Com

ich it considers fair and reasonable in allocating investment
particular investment opportunity being within the Manager’s
pany will not have the opportunity to participate in investments

made by such other investment vehicles whiqh fall within the Company’s investment objectives. If it is

determined that it would be appropriate for the C

the Manager to participate in the same investme
levels on an appropriate basis, taking into account

ompany and one or more other investment vehicles managed by
nt opportunity, the Manager will seek to allocate participation
such factors as the relative amounts of capital available for new

investments, relative exposure to market trends and the size, liquidity, financeability and anticipated term of the

proposed investment.

Certain Principals of Fortress and its affiliates

The following sets out certain information
managing the Company’s business. These four
management and are responsible for the day to

Peter L. Briger, Jr. has been a principal

with respect to the key principals of the Manager involved in
principals of the Manager effectively serve as the Company’s
day management of the Company.

and a shareholder of Fortress since June 2002. Mr Briger is

responsible for the operations and management of Fortress’ Special Opportunities business. Prior to joining
Fortress, Mr Briger spent 15 years at Goldman Sachs & Co., where he became a partner in 1996. Over the course
of his career at Goldman Sachs, he held the positions of co-head of the Whole Loan Sales and Trading business,
co-head of the Fixed Income Principal Investments Group, co-head of the Asian Distressed Debt business,
co-head of the Goldman Sachs Special Opponu’nities (Asia) Fund LLC and co-head of the Asian Real Estate
Private Equity business. In addition, he was a miember of the Goldman Sachs Global Control and Compliance
Committee, 2 member of the Goldman Sachs A|sian Management Committee, and a member of the Goldman

(3) Source: Fortress Investment Group LLC




Sachs Japan Executive Committee. Mr Briger received a BA from Princeton University and an MBA from
‘Wharton,

Wesley R. Edens has been a principal and the chairman of Fortress since co-founding the firm in 1998.
Mr Edens is responsible for the operations and management of Fortress’s private equity business and is the
chairman and chief executive officer of both Newcastle and Global Signal Inc. and chairman of Mapeley Limited
as well as serving on the boards of Brookdale Living Communities Inc. Green Tree Inc and Italfondiario SpA. He
has been a director of the Company since August 2003. He has been involved in the acquisition of over
U.S.813 billion of assets in Europe. Prior to forming Fortress, Mr Edens was head of Global Principal Finance at
UBS Securities LLC from May 1997 to May 1998, and, prior to that, he was a partner and managing director of
BlackRock Financial Management Inc. where he headed BlackRock Asset Investors and arranged in 1998 the
acquisition and management of a £1.7 billion sale/leaseback privatisation of residential properties with the
Ministry of Defence in the UK which was finally sold in 1999 In addition, Mr Edens was formerly a partner
and managing director of Lehman Brothers. Mr Edens received a BS in Business Administration from Oregon
State University.

Robert 1. Kauffman has been a principal and a shareholder of Fortress since co-founding the firm in 1998.
Mr Kauffman is responsible for the operations and management of Fortress’s European investment business.
Mr. Kauffman also serves as the chairman of Italfondiario SpA and of the supervisory boards of Gagfah
Immobilien Management GmbH and NILEG Immobilien Holding GmbH. Prior to joining Fortress, Mr Kauffman
was a managing director of UBS from May 1997 to May 1998, and. prior to that, was a principal of BlackRock
Financial Management Inc. Mr Kauffman was with Lehman Brothers from 1986 to 1994 and served as executive
director of Lehman Brothers International in London beginning in 1992. Mr Kauffman received a BS in Business
Administration from Northeastern University.

Randal A. Nardone has been a principal and a shareholder of Fortress since co-founding the firm in 1998.
Mr Nardone oversees Fortress’s structured finance and legal matters. Prior to joining Fortress, Mr Nardone was a
managing director of UBS from May 1997 to May 1998 and. prior to that, was a principal of BlackRock
Financial Management Inc and a managing director of BAI In addition, Mr Nardone was a partner and a member
of the Executive Committee of the law firm of Thacher Proffitt & Wood LLP, which he joined in 1980, and ran
the structured finance group starting in 1993. Mr Nardone received a BA in English and Biology from the
University of Connecticut and a JD from the Boston University School of Law.

Pursuant to the terms of the Management Agreement, the Manager is required to provide a dedicated
management team which shall have, as their primary responsibility, the management of the Company and shall
devote such of their time to the management of the Company as the Board of Directors reasonably deems
necessary and appropriate, commensurate with the Company’s level of activity from time to time.

As referred to above, pursuant to an investment advisory agreement, Fortress Investment Group (UK)
Limited supplies the Manager with dedicated investment advice and credit monitoring services. lts key personnel
are as follows:

Stephen Charlton joined Fortress Investment Group (UK) Ltd (“FIG UK™) in August 2004 and is employed
by FIG UK as Eurocastle’s Chief Financial Officer. Mr Charlton was previously with Gordian Knot Limited
where he spent 10 years as its Chief Financial Officer. While he was at Gordian Knot he was part of the
management team responsible for creating, and then managing. Sigma Finance Corporation, a limited purpose
finance company with total investment grade assets of U.S.$33 billion'””. From 1989 to 1994 Mr Charlton was
Finance Director of Sterling Trust plc, a listed financial services group. Mr Charlton started his career in London
with Price Waterhouse where he qualified as a chartered accountant. He received a BA degree in Economics and
Business Finance from Lancaster University.

Bruce Snider joined Fortress in April 2005 as Managing Director of Fortress Investment Group (UK) Ltd.
Mr Snider was previously at UBS Principal Finance where he headed the Principal Finance business in Europe
and chaired the Brooklands Committee. Prior to joining UBS, Mr Snider managed the Asset Backed
Securitisation and Principal Finance businesses of Greenwich NatWest in Europe. Mr Snider began his Wall
Street career in 1985 at Kidder Peabody in the Mortgage Department on the whole loan trading desk. Mr Snider
graduated from Princeton University in 1983,

Dr Jan Striesow has been Senior Credit Officer of Fortress Investment Group (UK) Ltd since the beginning
of 2004 and is responsible for providing credit advice to the Manager. Dr Striesow was previously Head of Credit

(4) Source: Fortress Investment Group LLC




was responsible for a portfolio in excess of €20 billion®.
nk since 1977. Mr Striesow received an MA from the University
t Hamburg.

Investments at Hamburgische Landesbank and
Dr Striesow had been at Hamburgische Landesba
of Cambridge and a PhD from the University o

Manager’s Fees and Incentive Compensation

Management Fee

Under the terms of the Management Agreement, the Manager is entitled to receive from the Company an
annual management fee of 1.5% of the gross equity of the Company (but which, for the avoidance of doubt. refers
to the equity capital of the Company after dedutction of costs incurred in connection with raising such capital),
calculated and payable monthly in arrear. The annual management fee payable under the Management
Agreement is offset by any amount the Manag«lzr receives by way of fees from Eurocastle CDO 1, Eurocastle
CDO 11, Eurocastle CDO 111, Eurocastle CDO 1V, Eurocastle Funding and any subsequent SPV, pursuant to any
management agreement between the Manager|and an SPV. Further details are set out in Part VI of this
Prospectus. The Manager uses proceeds from its management fee in part to pay compensation to its officers and

|
employees.

The Management Agreement may be term

10 years, or on each three year anniversary there

inated by the Company upon expiration of the initial term of
of in certain circumstances if a majority of the holders of Shares

agree, by vote, that there has been unsatisfactory performance that is materially detrimental to the Company. In

these circumstances, a termination fee is payable
during the 12 consecutive calendar months

equal to the amount of management fees earned by the Manager
immediately preceding the termination. If the Management

Agreement is terminated by the Company for gross negligence or wilful violation on the part of the Manager
(“cause™), no termination fee is payable.

Incentive Compensation

The Manager is entitled to receive annual incentive compensation pursuant to the terms of the Management
Agreement with the Company. The purpose of the incentive compensation is to provide an additional incentive
for the Manager to achieve targeted Funds Fronf] Operations and to increase the Company’s shareholder value.
This incentive compensation, which is calculated on a cumulative, but not compounding, basis (and which is not
subject to clawback) is an amount equal to the &)roduct of:

(A) 25% of the Euro amount by which:
(1)  Cumulative Funds From Operations before the incentive compensation per Share exceed
(2) an amount equal to (a) the weighted average of the price per Share in any offerings by the
Company (adjusted for prior capital dividends and capital distributions) multiplied by (b) a
simple interest rate of 8% per jannum
multiplied by
(B) the weighted average number of Shares outstanding (as determined on a cumulative basis).
Upon any termination of the Management |[Agreement by either party (including for cause), the Company

shall be entitled to purchase the Manager’s right to receive incentive compensation from the Manager for a cash
purchase price equal to its fair market value (zis determined by independent appraisal to be conducted by an
appraisal firm recognised in the United States and mutually agreed upon by the Company and the Manager) or
otherwise shall continue to pay the incentive compensation to the Manager following termination or expiration of
the Management Agreement, which payments could continue for an indefinite period of time. In addition, if the
Company does not elect to so purchase the Manager’s right to receive incentive compensation, the Manager will
have the right to require the Company to purch?se the same at the price described above.

|
The Board of Directors may request that thé Manager accept all or a portion of its incentive compensation in

Shares, and the Manager may elect, in its discretion, to accept such payment in the form of Shares, subject to
limitations that may be imposed by any applicable laws or regulations.

(5) Source: Fortress Tnvestment Group LLC




Reimbursement of Expenses

Because employees of the Manager or its affiliates perform certain Jegal, accounting, due diligence and other
services that outside professionals or outside consultants otherwise would perform, the Manager will be paid or
reimbursed for the cost of performing such services in addition to its management fee and incentive
compensation, provided that such costs and reimbursements are no greater than those which would be paid to
outside professionals or consultants on an arm’s-length basis. Thus far, the Manager has borne costs it is entitled
to have reimbursed by the Company, however, it expects to charge such costs to the Company in the future. In
addition, insofar as the Company bears asset management (including property management) costs relating to its
investments, the Manager or its affiliates will be reimbursed for any expenses incurred in contracting with third
parties, including third parties who are affiliates of the Manager, for the asset management of the Company’s
investments.

The expenses required to be paid by the Company include, but are not limited to, issuance and transaction
costs incidental to the acquisition, disposition and financing of investments, legal and auditing fees and expenses,
the compensation and expenses of the Company’s directors, the costs associated with the establishment and
maintenance of any credit facilities and other indebtedness of the Company (including commitment fees, legal
fees, closing costs, etc.), expenses associated with other securities offerings of the Company, the costs of printing
and mailing circulars and reports to its Shareholders, costs incurred by employees of the Manager for travel on
the Company’s behalf, costs associated with any computer software or hardware that is used by the Company,
costs to obtain liability insurance to indemnify the Company’s directors and officers and the compensation and
expenses of its transfer agent and administrator. Such management expenses may be charged to capital but only
to the extent that they directly relate to the raising of new capital. The Manager is responsible for all costs
incidental to the performance of its and its affiliates” duties under the Management Agreement, including
compensation of its and its affiliates’ employees, rent for facilities and other overhead expenses.

Manager’s Options

The Company has granted options to the Manager representing the right to acquire 10% of (i) the number of
Shares offered and sold in its private offering in October 2003 at an exercise price per Share of €1.00 (before
consolidation of the Shares of the Company on 13 June 2004) which was equivalent to an exercise price per Share
of €10 after consolidation; (ii) the number of Shares offered and sold in its initial public offering in June 2004 at
an exercise price per Share of €12.00 (which was the offer price for that offering); (ii1) the number of Shares
offered and sold in its repeat offering in June 2005 at an exercise price of €17.25 per Share (which was the offer
price for that offering) and (iv) the number of Offer Shares offered and sold at an exercise price per share equal to
the Offer Price (subject to adjustment if the Over-allotment Option is exercised). The Company agreed the
principal terms of the Fortress Funds’ proposed equity investment in December 20035. At the same time, it granted
a further option to the Manager (the “*Further Option’) representing the right to acquire 10% of the aggregate of:
(a) the number of Investment Shares issued to the Fortress Funds and (b) the number of Shares which are the
subject of any option granted to the Fortress Funds on closing of the Dresdner Acquisition, at an exercise price
per share of €18.00. The Options (other than the Further Option) are fully vested and immediately exercisable on
the date of grant. The Further Option is fully vested but exercisable only in the event of the issue of the
Investment Shares to the Fortress Funds and expires automatically if the Investment Shares are not issued to the
Fortress Funds in accordance with, or upon termination of, the Investment Agreement. The Options will remain
exercisable unti] 21 Qctober 2013, 25 June 2014, 15 June 2015, 30 January 2016 and, in the case of the Further
Option, the tenth anniversary of the date of grant. The Options were and are being granted in connection with the
Manager’s work related to the Company’s offerings and provide an additional incentive for the Manager to
enhance the value of the Company’s Shares. The Options granted to the Manager form part of a “tandem award”
where the Company may grant awards to the employees of the Manager. If the employees of the Manager
exercise their options, the Manager’s Options will no longer be exercisable to the extent exercised by the
employee. The Manager’s Options have been granted, and any tandem awards will be granted, under the
Eurocastle Non-Qualified Share Option Plan adopted on 31 December 2003 (the “*Plan’). As at the date of this
Prospectus, no tandem options have been granted.

Share-based payments are accounted for based on their fair value on the grant date in accordance with the
provisions of IFRS 2, Share-Based Payment. Share options granted in 2003 and 2004, for the purpose of
compensating the Manager for its successful efforts in raising capital for the Company. have therefore been
accounted for at the fair value on grant date. The fair values of such Options at the date of grant have been
debited to equity as the costs of issuance of Shares with corresponding increases in other reserve.

54




Eligibility
The Manager and each employee of the M

officer, employee, consultant or adviser of the C
eligible for awards under the Plan.

Awards

Initially, awards under the Plan will be gra
Board is of sufficient size, awards will be made b
the Board of Directors. The Board or the commi
combination with other awards.

The awards which may be granted under the Pl:

*

anager who is performing services for the Company and each
mpany or any parent affiliate or subsidiary of the Company are

nted by the Board although it is intended that, if and when the
y a committee comprising a majority of independent directors of

tee, as applicable, may grant awards singularly, in tandem or in

1 are:

share options, which are rights to acqu'ire a specified number of Shares at an option price during a

specified time as the Board determines. The share option will lapse on the tenth anniversary of its date of

grant unless otherwise determined by the
price will be fixed at the time of grant a

Board at the date of grant or in an award agreement. The option
nd will be the closing price of a Share of the Company on the

principal stock exchange on which the Shares are trading;

cash and/or in Shares under such terms a

share appreciation rights, which are rights to receive, upon surrender of the rights. an amount payable in

nd conditions as the Board may determine. The amount payable

in cash and/or Shares with respect to ea%h right will be equal to the percentage of the amount by which
the fair market value of a Share on the exercise date exceeds the fair market value of a Share on the date

of grant. The applicable percentage will
performance awards based on such cond
may be contingent upon the perforn
Performance awards may be in the fo

be established by the Board;

itions as the Board deem appropriate. The Performance awards
nance of the Company’s or the individual’s performance.
'm of performance units, performance shares and such other

performance awards as the Board may determine.

The Board may amend the Plan. The particig
rights of a participant.

As at 20 January 2006, Fortress™ principals
capital of the Company (and, assuming the ex

ant’s consent is required if the amendment adversely affects the

and employees owned approximately 8% of the issued equity
ercise of their options to purchase shares of the Company,

approximately 16% of the then issued share capital). In addition, certain funds managed by the Manager on
behalf of third party investors owned approximately 12% of the Company's issued share capital as at 20 January

2006.

Code of Business Conduct and Ethics

The Manager has a code of business cond

uct and ethics governing matters such as conflicts of interest,

insider trading and fair dealing. The code apph’est to all of the Manager’s employees and sets out procedures for

reporting violations and the consequences of non-compliance.

The Administrator

The Company entered into an Administra
Limited (“1AG”) on 30 September 2005, under
services for the Company.

ion Agreement with International Administration (Guernsey)
which 1AG provides administrative and corporate secretarial

Established in early 2000, IAG is a subsidiary of IAG Holdings Limited, a company registered in Guernsey.

IAG’s management has over 30 years’ experienc
largest fund administrator. IAG is licensed by
offshore fund administration business.

Fees of 1AG

TAG is entitled to receive from the Company

| . . . . . .
e in offshore fund administration, mostly gained at Guernsey's
the Guernsey Financial Services Commission to carry on its

a fee calculated as one quarter of the following percentages of

the net asset value of the Company as at the end of each calendar quarter.

0.075% on the first €50 million;
0.05% on the balance in excess of €50

»

Subject to a minimum fee of €55,000 p

This fee is calculated and payable in arrears.

million;

Fl' annum.
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Directors

All of the Directors of the Company, other than Wesley R. Edens, are independent of the Manager. The
Directors, all of whom are non-executive and do not have service contracts, are as follows:

Wesley R. Edens was born in the United States of America in 1961. His biography is set out above under
“Certain Principals of Fortress and its affiliates”. Wesley R. Edens was appointed as a Director of the Company
on 1 August 2003.

Keith Dorrian was born in Guernsey in 1946 and has over 30 years’ experience in the offshore finance
industry. In 1973, he joined Manufacturers Hanover Bank (Guernsey) Limited where, amongst other things, he
was involved in a local residential mortgage programme. He moved to First National Bank of Chicago (Channel
Islands) Limited in 1984, where, amongst other things he was involved in comimercial real estate lending in the
Netherlands. In 1989 he joined ANZ Bank (Guernsey) Limited where as a director of the bank and fund
management company (ANZ Management Company (Guernsey) Limited), he was closely involved in the
banking and fund management services of the ANZ group, including residential lending in Guemnsey. He took up
the position of Manager Corporate Clients in Bank of Bermuda (Guernsey) Limited in 1999 and was appointed
Head of Global Fund Services and Managing Director of Management International (Guernsey) Limited, the
bank’s fund administration company. in 2001 and retired on 31 December 2003. During this time, Mr Dorrian
was involved in the credit approval process for local real-estate backed lending,

He is currently a non-executive director of a number of fund and fund management companies and holds the
Institute of Directors Diploma in Company Direction. He was appointed as a Director of the Company on
1 August 2003.

Paolo Giorgio Bassi was born in Ferrara, Italy in 1950. He was a consultant and later a partner in the Boston
based MAC Group between 1978 and 1992, during which time he handled the strategic and financial aspects of
mergers, acquisitions and divestments in France, Italy and the United States. He was closely involved in
acquisition processes involving Fiat, Olivetti and Carrefour. In addition, Mr Bassi has held a number of
directorships, including of Banco Popolare de Milano between 1997 and 2001 (including five years as chief
executive officer), during which time he was also chiet executive officer of their principal real estate fund. He was
chief executive officer of Centrobanca SpA and Italfondiario SpA up to 2002, both of which specialised in the
financing of real estate projects within Europe. Mr Bassi is currently a member of the board of directors of
Liguria Assicurazioni SpA and has advised Hines, a global real estate development group, and Zunino Group, an
Italian real estate investment company. Since 2003, Mr Bassi has been serving as managing director of Sensi
Group, an Italian real estate developer and investor. He is on the Board of Directors of Trace Tracker Innovation,
Oslo, Norway and holds the position of Managing Director of P.A. Investments Luxemburg. He has studied
sociology, physics and business administration in France and the Unijted States and has been a professor of
Economics and Organisation in the Faculty of Mathematics, Physics and Natural Sciences at the University of
Milan since 1985. He was appointed as a Director of the Company on 11 June 2004.

Directors’ Fees
The ordinary remuneration of the Directors for their services will be determined from time to time by the
Directors but shall not exceed €100,000 each per annum or such higher amount as may be determined by an

ordinary resolution of the Company. The Company may also reimburse any Director for such reasonable
expenses as he may incur in connection with the performance of their duties as Directors of the Company.

The total aggregate remuneration due to the independent directors for the period ended 31 December 2005
was €60,000. Paolo Bassi and Keith Dorrian received 5.000 and 1.000 Shares respectively at the Company’s
annual general meeting in 2005 as a benefit in kind. Wesley R. Edens does not receive any remuneration from the
Company.

Keith Dorrian and Paolo Bassi each currently receive €30,000 per annum payable semi-annually in equal
instalments.

No amounts have been set aside or accrued by the Company to provide pension, retirement or similar
benefits for any of the Directors.

Paolo Bassi holds 31,800 Shares and Keith Dorrian holds 2,000 Shares as at the date of this Prospectus.
They will each be issued a further 5,000 Shares and 1,000 Shares respectively at the Company’s annual general
meeting in 2006 as part of their remuneration, subject to each being a director of the Company at that time.

For information on Wesley R. Edens’ interest in the Company please refer to Section 6 of Part VI of this
Prospectus.
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PART V

THE OFFER
The Offer

The Company is offering 11,667,000 Offer Shares for subscription pursuant to the Offer at an Offer Price of
€30.

The Offer is being made by means of an offer of Offer Shares to certain institutional and other sophisticated
investors outside the United States and in the United States to accredited investors or qualified institutional buyers
that in each case are also qualified purchasers. The Offer Shares are not being offered to and are not eligible for
investment by any plan that 1s subject to Title liof ERISA or Section 4975 of the Code and any such plan that
buys Offer Shares is subject to restrictions as pjovided in the Articles of Association and this Prospectus.

Assuming the Over-allotment Option and the Manager’s Options are not exercised, the Offer will raise up to
approximately €339 million of net proceeds for the Company (after deduction of underwriting commissions and
other expenses payable by the Company in connecnon with the Offer) and will dilute each existing Shareholding
prior to the Offer by 33% (so that a 1% Shareh() ding immediately prior to the Offer would represent a 0.67%
shareholding immediately after the Offer). The nét asset value of the Company will increase by the amount equal

to the net proceeds of the Offer. Until such f)roceeds begin to be used for the purposes disclosed in this

Prospectus, the Directors expect that the Offer will not be accretive to earnings.

For additional information on the options
Compensation — Manager’s Options” in Part 1

The Joint Bookrunners and Co-Lead M
sophisticated investors that can participate in
determined by the Joint Bookrunners and Co
prospective investors.

The Offer is fully underwritten, subject to
Ofter will lapse if the Underwriting Agreement i

granted to the Manager see
V of this Prospectus.

“Manager’'s Fees and Incentive

anagers determined the categories of institutional or other
the Offer, and allocations of Shares under the Offer were
Lead Managers after receipt of indications of interest from

the terms and conditions of the Underwriting Agreement. The
s terminated in accordance with its terms prior to Admission of

the Ofter Shares and any moneys received in respect of the Offer will be returned to applicants without interest.

All Offer Shares issued pursuant to the Off

Immediately following Admission of the O
issued Shares (before exercise of the Manager’s
allotment Shares are acquired pursuant to the O

Alocation and Pricing

All Offer Shares issued pursuant to the Offer

er will be issued, payable in full, in cash at the Offer Price.

ffer Shares, it is expected that at least 25% of the Company’s
Options) will be held in public hands whether or not the Over-
ser-allotment Option.

will be issued at the Offer Price. The Offer Price and allocation

of Offer Shares under the Offer have been df.temnned by the Joint Bookrunners in consultation with the
Company having regard to the outcome of the bool\bmldmo process.

Amongst the factors which were considered in determining the Offer Price were prevailing market

conditions, the closing price of the Shares on the
the bookbuilding.

Underwriting

Details of the Underwriting Agreement be
Agents and the Underwriters named therein are

Dealings

The Offer is subject to the satisfaction of
conditions include the absence of any breach of
Admission of the Offer Shares occurring by 8.0

Application has been made for the Offer Sha
Eurolist by Euronext Amsterdam and to tradin
expected that Admission of the Offer Shares will
1 February 2006.

dealing day prior to pricing and the demand for Offer Shares in

tween the Company, the Directors, the Manager, the Listing
set out in Part V1 of this Prospectus.

the conditions set out in the Underwriting Agreement. These
representation or warranty in the Underwriting Agreement and
0 a.m. (Dutch Time) on 3 February 2006.

res to be issued pursuant to the Offer to be admitted to listing on
v on Euronext Amsterdam’s market for listed securities. It is

=]

become effective and that dealings in Shares will commence on




Dealings in Offer Shares in advance of the crediting of the relevant CREST UK stock account or the
despatch of the relevant share certificate shall be at the risk of the person concerned.

Settlement

Temporary documents of title will not be issued pending the despatch by post of definitive certificates in
respect of Offer Shares in certificated form which is expected to take place on | February 2006 (or as soon as
practicable thereafter). Pending the despatch of such certificates, transfers will be certified against the register.

CREST UK/EUROCLEAR NETHERLANDS

The Shares will be in registered form and, subject to the ERISA and Investment Company Act
considerations set out in Part VIII of this Prospectus, will be eligible for settlement through CREST UK.
Investors may hold Shares either directly in CREST UK or indirectly through Euroclear Netherlands participants.
Under the Offer, the Offer Shares allocated will be issued to successful applicants directly through CREST UK or
indirectly through Euroclear Netherlands participants.

The Company will arrange for Capita IRG plc to be instructed on 1 February 2006 to credit the appropriate
CRESTCo accounts of the subscribers concerned or their nominees with their respective entitlements to Offer
Shares. The names of subscribers or their nominees that invest through their CRESTCo account will be entered
directly on to the share register of the Company. Investors who hold Shares indirectly in CREST UK through
Euroclear Netherlands participants may incur higher custody charges for their Shares than if such Shares were
held directly in CREST UK. Also, as a result of the Company being incorporated in Guernsey, investors may
incur higher transaction or brokerage costs when dealing with Shares. Investors should be aware that Offer Shares
delivered in certificated form are likely to incur, on an on-going basis. higher dealing costs than those in respect
of Offer Shares held in CRESTCo accounts. Offer Shares initially issued in certificated form may subsequently
be deposited into CRESTCo accounts in accordance with normal CREST UK procedures subject to the ERISA
and Investment Company Act Considerations set out in Part V111 of this Prospectus.

Offer Shares settled through CREST UK are subject to the restrictions on transfer set out in Part VI1I of this
Prospectus.

Stabilisation and Over-allotment

In connection with the Offer, Morgan Stanley & Co. International Limited, as stabilising manager, or any of
its agents may to the extent permitted by applicable law at its discretion over-allot or effect transactions with a
view to supporting the market price of the Shares at a level higher than that which might otherwise prevail in the
open market. Morgan Stanley & Co. International Limited is not required to enter into such transactions and such
transactions may be effected on any securities market, over-the-counter market, stock exchange or otherwise.
There can be no assurance that such transactions will be undertaken. If they are undertaken they may be stopped
at any time and may only be taken during the period from 27 January 2006 up to and including 26 February 2006.
Except as required by law, Morgan Stanley & Co. International Limited does not intend to disclose the extent of
any over-allotments and/or stabilisation transactions under the Offer.

In connection with the Offer, the Company has granted Morgan Stanley & Co. International Limited on
behalf of the Underwriters, an option (the “Over-allotment Option™), pursuant to which Morgan Stanley & Co.
International Limited may require the Company to issue additional Shares of up to 10% of the aggregate number
of Offer Shares available in the Offer (before any exercise of the Over-allotment Option) at the Offer Price to
cover over-allotments, if any, made in connection with the Offer and to cover short positions resulting from
stabilisation transactions. The Over-allotment Option may be exercised, in whole or in part, at any time during the
period commencing with the date of this Prospectus and ending 30 days after execution of the Underwriting
Agreement.

The Over-allotment Shares made available pursvant to the Over-allotment Option will rank pari passu with
the Shares, including for all dividends and other distributions declared, made or paid on the Shares after
Admission of the Offer Shares and will form a single class for all purposes with all the other Shares.

Lock-up Arrangements

The Company has agreed in the Underwriting Agreement not to issue any Shares (other than Investment
Shares and Shares issued pursuant to the Offer. the Over-allotment Option and the Manager’s Options) for a
period of 90 days from Admission of the Offer Shares (subject to certain exceptions, inciuding where the Joint
Bookrunners have given their consent to the issue or sale, as the case may be).
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Costs and Expenses of the Offer

The costs and expenses of the Offer will be bome by the Company. The costs are expected to be
approximately €11 million.




PART VI
ADDITIONAL INFORMATION

Incorporation and Share Capital

The Company is domiciled in Guemnsey and was registered on 8 August 2003 under the provisions of the
Companies (Guernsey) Law, 1994 (as amended), as a company limited by shares (registered number 41058)
under the name of Eurocastle Investment Limited. The base currency of the Company is the euro. The
Company was incorporated with, and as at 31 December 2004 it had, an authorised share capital consisting
of an unlimited number of Shares of no par value each. On 21 October 2003, the Company issued
118,576,700 Shares at €1.00 each. Pursuant to a written resolution of the Company dated 18 June 2004, the
Shareholders resolved to consolidate the Shares and:

* to receive one Share in exchange for every ten Shares previously held by them; and
« to adopt new Articles of Association, the material terms of which are summarised below.

At its initial public offering in June 2004, the Company issued 6,600,000 Shares at €12.00 per Share and
further issued 6,000 Shares, also at €12.00 per Share, to directors Paulo Bassi and Keith Dorrian. At its
annual general meeting in April 2005, the Company issued an additional 6,000 Shares to Paulo Bassi and
Keith Dorrian. In its June 2005 offering, the Company issued 5,740,000 Shares at €17.25 per Share.

As at the date of this Prospectus, the issued share capital of the Company (all of which is fully paid up)
consists of 24,209,670 Shares and Options over 2,419,767 Shares.

There are no provisions of Guernsey law which confer rights of pre-emption upon the issue or sale of any
class of Shares in the Company.

Save as disclosed in this Prospectus, no share or loan capital of the Company has been issued or agreed to be
issued and no such capital of the Company is proposed to be issued or is under option or agreed
conditionally or unconditionally to be put under option.

Memorandum

The Memorandum provides that the Company’s principal object is to carry on business as an investment
company.

The objects of the Company are set out in full in Clause 3 of the Memorandum which is available for
inspection as stated at paragraph 10 of this Part V1.

Articles of Association

The following is a summary of the principal provisions of the Articles of Association of the Company
insofar as they have not been described earlier in this Prospectus.

Capital Structure

Under the Articles, the Directors are given authority to effect the issue of further Shares of the same class
and to create new classes of Shares, and have absolute discretion to accept or reject in whole or in part any
application for Shares. All Shares of each class will rank pari passu unless otherwise provided when the
Shares are offered for sale.

Variation of Class Rights and Alteration of Capital

Subject to the provisions of Guernsey law, all or any of the special rights for the time being attached to any
class of shares issued may (unless otherwise provided by the terms of issue of the shares of that class or the
Articles) from time to time (and notwithstanding that the Company may or may be about to be in
liquidation) be varied or abrogated in such manner (if any) as may be provided by such rights or, in the
absence of any such provision, either with the consent in writing of the holders of not less than three-
quarters of the capital committed or agreed to be committed in respect of the issued shares of the class or
with the sanction of an extraordinary resolution passed at a separate general meeting of the holders of shares
of the class duly convened and held as provided in these Articles, but so that the quorum at such meeting
(other than an adjourned meeting) shall be two persons holding or representing by proxy at least one-third of
the capital committed or agreed to be committed in respect of the issued shares of the class in question.
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The rights conferred upon the holders of the shares of any class issued with preferred or other rights shall
not (unless otherwise expressly provided by the terms of issue of the shares of that class) be deemed to be
varied by the creation or issue of further shares ranking pari passu therewith.

Issue of Shares

Subject to the provisions of the Articles, the unissued shares shall be at the disposal of the Board which may
allot, grant options over (including, without limitation, by way of granting phantom stock, stock appreciation

rights or other similar rights) or otherwise dispose of them to such persons on such terms and conditions and
at such times as the Board determines but so that the amount payable on application on each share shall be
fixed by the Board. Shares do not carry any rights of pre-emption.

Classes of Shares

The rights attaching to the Shares are as follows:

(a)

()

(c)

Voting Rights

Subject to any special rights or restrictions which may be attached to any class of share on a show of
hands, every holder of Shares who (being an individual) is present in person or by a proxy shall have
one vote and, on a poll, every holder present in person or by a proxy shall have one vote for every
Share held.

Dividends

Subject to the Companies (Guernsey)|Law 1994 (as amended), and as hereinafter set out, the Directors
of the Company may from time to' time declare dividends on Shares out of the earnings of the
Company available for distribution!. Dividends will be paid to Shareholders pro rata to their
Shareholdings and no dividend will be declared in excess of the amount recommended by the
Directors. The Directors have the right to recommend the payment of dividends in respect of the
Company at their discretion, pmvide'd that dividends will be payable only to the extent that they are
justified by the position of the Company and any surplus derived from the sale or realisation of an
investment held directly by the Company shall not be available for dividends. All unclaimed dividends
may be invested or otherwise made|use of by the Directors for the benefit of the Company until
claimed. No dividend shall bear interest against the Company. Any dividend unclaimed after a period
of 12 years from the date of declaration thereof will be forfeited and will revert to the Company and
the payment by the Directors of any unclaimed dividend or other sum payable on or in respect of a
Share into a separate account will not constitute the Company a trustee in respect thereof.

Redemption

The Shares do not carry a right to redemption by Shareholders.

Transfer and Compulsory Transfer of Shares

Subject to any restrictions on transfers described below and in Part VIII of this Prospectus:

(a)

(b)

©)

Any Shareholder may transfer all orjany of his uncertificated shares by means of a relevant system
authorised by the Board in such manner provided for, and subject as provided, in any regulations
issued for this purpose under the laws applicable to the Company or such as may otherwise from time
to time be adopted by the Board on t?ehalf of the Company and the rules of any relevant system and
accordingly no provision of the Articl]es shall apply in respect of an uncertificated share to the extent
that it requires or contemplates the effecting of a transfer by an instrument in writing or the production
of a certificate for the shares to be transferred.

Any Shareholder may transfer all or any of his certificated shares by an instrument of transfer in any
usual form, or in any other form w:hich the Board may approve, signed by or on behalf of the
transferor and, unless the share is ful‘g]y paid, by or on behalf of the transferee.

|
The Directors shall not be bound to register more than four persons as joint holders of any Share. In

addition, the Articles allow the Directors to refuse to consent to a transfer by a Shareholder (a
“Defaulting Shareholder’™) who, having been requested to do so by the Directors, fails to provide
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certain information regarding the interests of other persons in the Shares held by the Defaulting
Shareholder.

The Articles entitle the Directors to require the transfer of Shares by a Defaulting Shareholder.

The Directors may refuse to register a transfer of Shares in the circumstances set out in Part VIII of this
Prospectus provided that such discretion may not be exercised in such a way as to prevent dealings in Shares
taking place on an open and proper basis.

Directors

(a)

(b)

{c)

(@

(e)

(h)

6))

Unless otherwise determined by the Board, the number of Directors shall be not less than two nor
more than ten.

The Directors shall not be required to hold any qualification shares. At the first annual general meeting
and at each annual general meeting thereafter: (1) any Director who was elected or last re-elected a
Director at or before the annual general meeting held in the third calendar year before the current year
shall retire by rotation; and (2) such further Directors (if any) shall retire by rotation as would bring
the number retiring by rotation up to one-third of the number of Directors in office at the date of the
notice of the meeting (or, if their number is not a multiple of three, the number nearest to but not
greater than one-third).

The Directors (other than alternate Directors) shall be entitled to receive by way of fees for their
services as Directors such sum as the Board may from time to time determine provided that the
amount paid to any Director by way of fees shall not exceed €100,000 in any financial year, or such
higher amount as may be determined from time to time by ordinary resolution of the Company. Any
fees payable pursuant to the Articles shall be distinct from and shall not include any salary,
remuneration for any executive office or other amounts payable to a Director pursuant to any other
provisions of the Articles and shall accrue from day to day. The Directors shall be entitled to be repaid
all reasonable travelling, hotel and other expenses properly incurred by them in or about the
performance of their duties as Directors, including expenses incurred in attending meetings of the
Board or any committee of the Board or general meetings or separate meetings of the holders of any
class of shares or of debentures of the Company. If by arrangement with the Board, any Director shall
perform or render any special duties or services outside his ordinary duties as a Director, he may be
paid such reasonable additional remuneration as the Board may determine.

A Director may be a director, managing director, manager or other officer, employee or shareholder of
any company in which the Company may be interested, which may be promoted by the Company or
with which the Company has entered into any transaction, arrangement or agreement and no such
Director shall be accountable to the Company for any remuneration or other benefits received thereby.

A Director who to his knowledge is in any way directly or indirectly interested in a contract or
arrangement or proposed contract or arrangement with the Company shall disclose the nature of his
interest at a meeting of the Board.

Subject to certain exceptions, a Director may not vote (or be counted in the quorum) in respect of any
resolation of the Directors or committee of the Directors concerning a contract, arrangement,
transaction or proposal to which the Company is or is to be a party and in which he has an interest
which (together with any interest of any person connected with him) is, to his knowledge, a material
interest (otherwise than by virtme of his interest in shares or debentures or other securities of or
otherwise in or through the Company).

Any Director may act by himself or his firm in a professional capacity for the Company, other than as
auditor, and he or his firm shall be entitled to remuneration for professional services as if he were not
a Director.

Any Director may continue to be or become a director, managing director, manager or other officer or
member of any company promoted by the Company or in which the Company may be interested, and
any such Director shall not be accountable to the Company for any remuneration or other benefits
received by him as a director, managing director, manager or other officer or member of any such
company.

The Directors shall not be subject to a mandatory retirement age.
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Borrowing Powers

The Directors may exercise all the powers
charge or pledge the assets, property and
debentures and other securities whether out
of the Company or of any third party.

Disclosures of Beneficial Interests in Sha

of the Company to borrow money and hypothecate, mortgage,
undertaking of the Company or any part thereof and to issue
right or as collateral security for any debt, liability or obligation

res

any Shareholder requiring that Shareholder to disclose to the
(other than the Shareholder) who has an interest in the Shares
e of such interest. Any such notice shall require any information

in response to such notice to be given within such reasonable time as the Directors may determine.

(a) The Directors may serve notice on
Company the identity of any person
held by the Shareholder and the natur

{(b) If any Shareholder is in default in sup

within the prescribed period (which

plying to the Company the information required by the Company
is 28 days after service of the notice or 14 days if the shares

concerned represent 0.25% or more in nominal value of the issued shares of the relevant class), the

Directors in their absolute discretion
notice may direct that in respect of

may serve a direction notice on the Shareholder. The direction
the shares in respect of which the default has occurred (the

“Default Shares’) and any other shares held by such Shareholder, such Shareholder shall not be
entitled to vote in general meetings or class meetings. Where the Default Shares represent at least
0.25% of the Shares for the time being in issue. the direction notice may additionally direct that
dividends on such Default Shares will be retained by the Company (without interest), and that no
transfer of Default Shares (other than|a transfer approved under the Articles) shall be registered until

the default is rectified.

Report and Accounts

The annual report and accounts of the Company will be made for the 12 month (or such shorter) period
ending 31 December in each year. Copies of the annual audited financial statements and the semi-annual
unaudited interim reports will be made available for inspection at and may be obtained upon request from
the registered office of the Company short]!y thereafter.

Annual General Meeting

It is intended that the annual general meeting of the Company will normally be held in May of each vyear.
The annual general meeting of the Compfgny will be held in Guemnsey or such other place as may be
determined by the Board of Directors. Notilces convening the general meeting in each year will be sent to
Shareholders at their registered addresses of given by advertisement not later than 21 days before the date
fixed for the meeting. Other general meetings may be convened from time to time by the Directors by
sending notices to Shareholders at their registered addresses or by Shareholders requisitioning such meetings

in accordance with Guernsey law, and may|be held in Guernsey or elsewhere.

Winding Up
The Company may be voluntarily wound up!at any time by special resolution. On a winding up, the surplus
assets remaining after payment of all creditors, including the repayment of bank borrowings shall be divided
amongst Shareholders pro rata, according to the rights attached to the Shares.

Untraceable Shareholders

The Company shall be entitled to sell at the
any shares to which a person is entitled by

(a)

best price reasonably obtainable the shares of a Shareholder or
transmission on death or bankruptcy if and provided that:

for a period of 12 years no cheque or warrant sent by the Company through the post in a pre-paid
letter addressed to the Shareholder or to the person so entitled to the share at his address in the
Register or otherwise the last known address given by the Shareholder or the person entitled by
transmission to which cheques and watrants are to be sent has been cashed and no communication has
been received by the Company from the Shareholder or the person so entitled provided that in any

such period of 12 years the Company; has paid at least three dividends whether interim or final;

(b) the Company has at the expiration of]
circulating in the area in which the a

notice of its intention to sell such sha;

the said period of 12 years by advertisement in a newspaper
ddress referred to in sub-paragraph (a) above is located given
es:
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(¢) the Company has not during the period of three months after the date of the advertisement and prior to
the exercise of the power of sale received any communication from the Shareholder or person so
entitled; and

(d) if any part of the share capital of the Company is quoted on any stock exchange, the Company has
given notice in writing to the quotations department of such stock exchange of its intention to sell such
shares.

Dividend Reinvestment Plan

The Directors are considering implementing a dividend reinvestment plan whereby Shareholders may
automatically reinvest their dividends in Shares. If such a plan is adopted, details of how to participate would
be sent to all Shareholders.

Directors’ Interests

No Directors have any convictions in relation to fraudulent offences. None of the Directors has been the
subject of any official public incrimination or sanction by statutory or regulatory authorities (including
designated professional bodies) and none of the Directors has ever been disqualified by a court from acting
as a member of the administrative, management or supervisory bodies of an issuer or from acting in the
management or conduct of the affairs of any issuer.

Within the past 5 years, none of the Directors has been associated with any bankruptcy, receivership or
liquidation while acting in the capacity of a member of an administrative, management or supervisory body
Or a Senior manager.

There are no outstanding loans granted by the Company to Directors, nor are there any guarantees provided
by the Company for the benefit of any Director.

No Director is subject to any conflict of interest between his duties to the Company and his private interests
or other duties.

Over the five years preceding the date of this Prospectus, the Directors have held the following directorships
{apart from their directorships of the Company) and/or partnerships:

Name

Keith Dorrian

Current Directorships/Partnerships

AB Alternative Strategies PCC
Limited

AB Asia Pacific Growth Fund Limited
AB International Fund Limited

AB Islamic Horizon Fund Limited
Admiral Fund of Funds Limited

Arab Bank Fund Managers (Guernsey)
ACUS (Channel Islands) Limited
Ashmore Management Company
Limited

Assetholder PCC Ltd

Cardinal Fund of Funds Limited

City Road Investment PCC Ltd.

Eagle & Dominion Euro American
Growth Fund Limited

Eagle & Dominion Limited

ELVEN Investments Limited
Guernsey Training Agency Limited
HCIF Index Sub Fund Limited
Hermes Absolute Return Fund
(Guernsey) Limited

Hermes Commodities Investment Fund
Helios Alternative Strategies Limited
HSBC Global Absolute Limited

Jade Asia Pacific Fund Inc.

Jade (General Partner) Inc

K A N Consulting Limited
MasterCapital Fund Limited

Montier High Alpha Fund of Funds
Limited

Montier High Alpha Closed End Fund
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ANZ Bank (Guemnsey) Limited
ANZ Management Company
(Guernsey) Limited

Boyer Allan Japan Fund Inc.
Boyer Allan Management Limited
Boyer Allan Pacific Fund Inc.
Daiton Capital (Guernsey) Limited
Boyer Allan Management Limited
Dalton General Partner Limited
Delphi Global Fund Limited
Finch Management and Marketing
Limited

Henderson Management Company
(Guernsey) Limited

HR Properties Limited
Management International (Guernsey)
Limited

Port Fund Managers (Guemnsey)
Limited

Second India Investment Fund BV
Second India Investment Fund NV
Limited

The Finch Fund Limited

The Finch Innovation Fund Limited
The Sherpa Fund Limited



Name

Paolo Bassi

Wesley R. Edens

Current Directorships/Partnerships

of Funds Limited

Montier Multi Straflegy Closed End
Fund of Funds Limited

Montier Asset Ma

nagement Limited

Total Return Alternative Strategies

Limited

Charta Srl
Liguria Assicurazi

oni Spa

Centrale Attivita Finanziarie SpA
Trace Tracker Innovation

Liguaria Vita Spa

PA Investments S.A

lalpetroli SpA (Griuppo Sens: Real

Estate)

Societa ltaliana Catene
Calibrate Regina Spa
l

Aircastle Advisor
Investment Limite
Alterra Healthcare
Bailbo LL.C

LLC Aircastle
|
Corporation

Bai Liquidating LEC
BC Holdings GP Lid

BC Holdings (UK

Limited

BlackRock Fortress Liquidating LLC

Brookdale Living
Brookdale Senior

Communities, Inc.
Living Inc.

Boxclever GP Acquisition Ltd.

FCF UK Limited
FEBC-ALT Holdi:
FIC BM LLC

1gs Inc.

FIC GSA Mezzanine Borrower LLC

FIC Houston LLC
FIF 111 Holmar A
FIF 111 Holmar B
FIF 1iI Holmar C
FIF 111 Holmar D

Ltd.
Ltd.
Ltd.
Ltd.

FIF 111 Holmar E Ltd.

FIF 11T Liberty Actquisition LLC
FIF 11 Liberty Holdings LLC
FIF [11 MJAC Holdings Limited
FIF 111 MJATV Holdings Limited

FIF 111 Star Holde
FIF I11 Star L1LC
FIFP1 GP LC
FIG GP (Texas) L
FIG HCRS LLC
FIT Aero Iceland

o Ltd.

L.C

Ltd.

Previous Directorships/Partnerships

Italfondiario

IMEC SpA

Divina Srl

Signet Armorlite

MAC Merger Acquisition Company
GTP Holding SpA

Banca Popolare di Milano

Selma Bipiemme

Lab-Laboratorio di Impresa Spa
Banca Akros SpA

Centrobanca Spa

Bipiemme Gestioni Sgr

Banking Federation of the European
Union

Fondazione per L'Infanza Ronald
McDonald Italia Onlus

Navale Assicurazioni Spa
Associazione Bancaria Italiana
Dexia S.A.

Societa Editrice Giornale del Popolo
SA

Newmed Spa

Fondo Interbancario di Tutela del
Depositi

3020361 Nova Scotia Company

6027 LLC

Aircastle Advisor (International)
Limited

Aircastle Bermuda Holding II Limited
Aircastle Bermuda Holding I
Limited

Aircastle Bermuda Holding 1V
Limited

Aircastle Bermuda Holding IX
Limited

Aircastle Bermuda Holding Limited
Eurocastle Investment Limited
Aircastle Bermuda Holding V Limited
Aircastle Bermuda Holding V1
Limited

Aircastle Bermuda Holding VII
Limited

Aircastle Bermuda Holding VIII
Limited

Aircastle Bermuda Holding X Limited
Aircastle Bermuda Holding X1
Limited

Aircastle Bermuda Holding XI1
Limited

Aircastle Bermuda Securities Limited
Aircastle Investment Holdings Limited
Alfa Invest Sprl

Ascend Residential Construction, Inc
Ascend Residential Holdings, Inc
Ascend Residential Mortgage, Inc



Name

Current Directorships/Partnerships

FIT Aero Investments Ltd.

FIT Capital Trading LLC

FIT CCRC LLC

FIT CFN Holdings LLC

FIT CP GP LLC

FIT CP Holdings LLC

FIT CP LLC

FIT Cypress Homes L1LC

FIT Cypress Village LLC

FIT DVI LLC

FIT FHA Acquisition LLC

FIT Foxwood Springs Homes LLC
FIT Foxwood Springs LLC

FIT GSL LLC

FIT HUD Acquisition LLC

FIT HUD Presidential LLC

FIR HUD Renaissance LLC

FIT Kansas Christian LLC

FIT Mapeley Holdings Ltd.

FIT Oklahoma Christian LLC LLC
FIT Patriot Heights GP Inc.

FIT Patriot Heights LP

FIT Ramsey LLC

FIT REN Holdings GP Inc.

FIT REN LLC

FIT REN Mirage Inn LP

FIT REN Nohl Ranch LP

FIT REN Ozk Tree LP

FIT REN Ocean House LP

FIT REN Pacific Inn LP

FIT REN Park LP

FIT REN Paulin Creek LP

FIT REN The Gables LP

FIT REN The Lexington LP

FIT Robin Run GP, Inc.

FIT Robin Run LP

FIT Skyline LLC

FIT-ALT Investor LLC

Fortress Asset Trust

Fortress Brookdale Acquisition LLC
Fortress Brookdale Investment Fund
LLC

Fortress Canada Investment Corp.
Fortress Capital Finance LLC
Fortress Cayman Holdings LLC
Fortress Cayman Partners LLC
Fortress CBO Holdings I Inc.
Fortress CBO Investments I Corp.
Fortress CBO Investments I, Limited
Fortress CCRC Acquisition LLC
Fortress Finance (Belgium) Sprl
Fortress GSA Aurora L.L.C.
Fortress GSA Burlington L.L.C.
Fortress GSA Callowhill L.L.C.
Fortress GSA Concord L.L.C.
Fortress GSA E Street L.L.C.
Fortress GSA Huntsville L.L.C.
Fortress GSA Kansas City LLC
Fortress GSA Mortgage LLC
Fortress GSA Norfolk L.L.C.
Fortress GSA Parfet L.L.C.
Fortress GSA Properties Holdings
LLC
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Ascend Residential Properties, Inc

Austin (Canada) Investment Company

Austin Holdings Corporation

BC Holdings (UK) Limited

Beta Invest Sprl

Canadian Century Development
Corporation

Centrum Invest Sprl

FBZ Corp.

FEBC ALT Acquisition Inc.

FIC Management Inc.

FIF ML Acquisition LLC

FIF 111 Liberty Acquisition LLC
FIF ML Acquisition LLC
FIT-ALT PROV LLC

FIT HUD Dogwood LLC

FIT HUD 1VY LLC

FIT HUD Northwesterly LLC

FIT HUD R-CREST LLC

FIT HUD Riverside LLC

FIT LTC HOLDINGS L1LC

FIT NBA Barton Stone LLC

FIT NBA Lenoir LLC

FIT Outsource LLC

FIT PINN BL LLC

Fortress (Canada) Investment
Company

Fortress East State Urban Renewal
LLC .

Fortress West State Urban Renewal
1LLC

Fortress Fund MM Inc.

Fortress GSA Missouri LLC
Fortress GSA San Diego Properties
Holdings LLC

Fortress 10FP Holdings, LLC
Fortress 10FP, LLC

Fortress Residential Holdings LLC
Fortress Residential Holdings REO
LLC

Fortress Residential LLC

Fortress Residential REO LLC
Fortress TA 1, LLC

Fortress TA Holdings, LLC
Fortress TA, L1LC

FRIT BPC Acquisition L1L.C

FRIT GC-GM Las Vegas LLC
FRIT GC-GM Acquisition LLC
FRIT GC-GM Adrian LLC

FRIT GC-GM Albuquerque LLC
FRIT GC-GM Dayton LLC
IEFFE Acquisition S.p.A.

IVY TWR LLC

Liberty Group Holdco Inc.
Liberty Group Operating Inc.
Liberty Group Publishing Inc.
Mapeley Columbus Holdings Limited
Mapeley Steps Contractor Limited
Melodicum Sprl

NCS I LLC

NCS I LLC

Polytrophys Spri

PRT PSA LLC




Name

|
Current Direclorships'/Partnerships
Fortress GSA Prop[enies LLC
Fortress GSA Properties SPE, LLC
Fortress GSA Providence L.L.C.
Fortress GSA Sacr#memo LL.C.
Fortress GSA San Diego LLC
Fortress GSA Secu}rities LLC
Fortress GSA Secuirities SPE, LLC
Fortress GSA Suffolk L.L.C.
Fortress Houston GP LLC.
Fortress HQ LLC |
Fortress IF Acquisition LLC

Previous Directorships/Partnerships

RECONN, Inc.

Seminole Sprl

SPM 11, Inc.

Trealen Sprl

Univest International (Japan) LLC
Univest International LLC

Fortress Investmen
Fortress Investmen
Fortress Investmen
Fortress Investmen
Fortress Investmen

Fund I1 LLC
Group (UK) Ltd
Group LLC
Group U.L.C.
Trust I

Fortress 10FP 11, LLC

Fortress Oldcastle
Fortress Pinnacle 1
LLC

Fortress Principal |
LLC

Fortress Principal
HLLC

Fortress Principal 1
HILLC

Fortress Principal 1
IV LLC

Fortress Principal 1
LLC

Fortress Registered
FRIT Capital Tradi
FRIT PINN LLC
GAG Acq. Ireland
Global Signal Inc.

S.L.P. LLC
nvestrent Fund

nvestment Group

nvestment Holdings
westment Holdings
nvestment Holdings
nvestment Holdings

Investment Trust
ng LLC

Limited

(fka, Pinnacle Holdings Inc.)

(pka, Pinnacle Mer

GMZ Funding LLC

IGF Credit LLC

cer Corp.)

IMPAC Commercial Assets

Corporation

Harbour Acquisitio
Ital FT Investment
Ital FT Investment
Ital Investment Hol
Ital Investment Hol

n GP LLC
Holdings 1V LLC
Holdings V LLC
dings T LLC
dings 1l LLC

[tal Investment Holldings mirc

Ital SP Acquisition

GP LLC

Ital Tre Investors LLP.

Italfondiario SpA

(fka, Istituto Italiano di Credito

Fondiario S.p.A)
Karl S.A

Liberty Group Holdco Inc.
Liberty Group Ope[raring Inc.
Liberty Group Publishing Inc.
LIV Holdings LL.C
Mapeley Columbus Limited

Mapeley Columbus! Holdings Limited
Mapeley Holding Company Limited
Mapeley HR Co. L%imited

Mapeley Limited |

Mapeley Steps Contractor Limited

!
|
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Name

Current Directorships/Partnerships

Mapeley STEPS Holdings Limited
Mapeley STEPS Limited

Mapeley UK. Co. Limited
Monterrey Belgium S.A.

NC Circle Holdings II LLC

NC Circle Holdings LLC
NCSTLLC

Newcastle 2005-]1 Asset-Backed Note
L1LC

Newcastle CDO Holdings LLC
Newcastle CDO 1 Corp.

Newcastle CDO I, Limited
Newcastle CDO 11 Corp.
Newcastle CDO II HOLDINGS LLC
Newcastle CDO II Limited
Newcastle CDO I Corp.
Newcastle CDO 111 Holdings LLC
Newecastle CDO 1], Limited
Newcastle CDO 1V Corp.
Newcastle CDO 1V Holdings LLC
Newcastle CDO 1V, Limited
Newecastle CDO V Corp.
Newcastle CDO V Holdings LLC
Newcastle CDO V, Limited
Newcastle CDO VI Corp.
Newcastle CDO VI Heldings LLC
Newcastle CDO VI, Limited
Newecastle CDO VI Corp.
Newecastle CDO VI1 Holdings LLC
Newecastle CDO V1, Limited
Newcastle Investment Corp.
Newcastle Investment Holdings LLC
Newcastle Mortgage Securities LLC
Newcastle OPCO LL.C

NIC BR LLC

NIC CNL LLC

NIC CR LLC

NIC CSR LLC

NIC DBRepo LLC

NIC GCMRepo L1.C

NIC GS LLC

NIC GSE LLC

NIC Holdings I LLC

NIC NK LLC

NIC TRS Holdings, Inc.

NiH TRS Holdings, Inc.

NLG Acquisition Holding SCA
Oldcastle Opco. L.P.

Paladin Asset Management LP
Portland Acquisition 1 LLC

RESG Acquisition Corp.

RESG MIDL Corp.

Shannon Health Care Realty, Inc.
Shannon Health Properties. Inc.
Shannon Property Management Inc.
SP GP LLC

Stelfort 111 Holdings (Cayman) Ltd.
Titan Energy GP Llc

Titan Energy Partners LP

Titan Propane LLC
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Disclosure of Interests and Trading History of Shares

The interests of Directors in the Shares ofjthe Company as at the date of this Prospectus and as they are
expected to be immediately following the Offer are as follows:

As at the
date of this Following
Name Prospectus the Offer
Keith Dorrian 2,000 2,000
Paolo Bassi 31,800 31,800
Wesley R, Edens'” 55,000 55,000

Note:

(1) Wesley R. Edens is one of the members of Fortress Principal Investment Holdings 11 LLC which is the registered holder of
1,005.000 Shares and as a result of this relationship Wesley R. Edens is interested in the Shares owned by this entity or in some of
such Shares.

Except as set out above, none of the Directors, nor any persons connected with the Directors, have an
interest in Shares or Options of the Company.

Save as disclosed below, the Directors are not aware of any person who, as at 27 January 2006 (being the
latest practicable date prior to the date of thfis Prospectus), directly or indirectly is interested in 3% or more
of the share capital of the Company. The Shares held by each person referred to below carry the same voting
rights as all other Shares.

Percentage of Percentage of
Issued Share Issued Share
Name No. of Shares  Capital Pre-Offer  Capital Post-Offer™
Nederlands Centraal Instituut voor Giraal
Effectenverkeer'” 10,457,155 43.19 29.15
The Bank of New York (Nominees) Ltd. 2,175,168 8.98 6.06
Drawbridge Special Opportunities Fund LP'Y 1,615,000 6.67 4.50
DB Special Opportunities Offshore 1,500.000 6.20 4.18
Private Equity Holding Eurocastle LLC ) 1,500,000 6.20 4.18
Fortress Principal Investment Holdings 11 LLC" 1,005,000 4.15 2.80
Drawbridge Global Macro Master Fund Ltd"” 768,826 3.18 2.14

Notes:

(1) Drawbridge Special Opportunities Fund LP benefitially owns 1.615.000 Shares (6.67% of the Company). Of the 1,61 5.000 Shares,
1.215,000 Shares are registered in the name of Drawbridge Special Opportunities Fund LP. The rest are held through a nominee.

(2y Drawbridge Global Macro Master Fund Ltd. beneficially owns 768,826 Shares (3.18% of the Company). All these Shares are held
through a nominee.

(3) TFornress Principal Investment Holdings beneficially owns 1,005,000 (4.18% of the Company). All of these shares are held through
a nominee.

(4) Assuming such Shareholders do not purchase any Shares under the Offer.

(5) Nederlands Centraal Instituut voor Giraal Effectenverkeer is the Dutch central securities depositary (otherwise known as Euroclear
Netherlands).

The Directors are not aware of any person who, as at the date of this Prospectus, directly or indirectly,
jointly or severally, exercises control over the Company and are not aware of any arrangements, the
operations of which may at a subsequent date result in a change of control of the Company.

The table below sets out the middle-market|prices for the Shares on the first dealing day in each of the six
months preceding the date of this Prospectus (and on 27 January 2006), as extracted from the Daily Official
List of the London Stock Exchange (in the case of dates up to and including 1 December 2005) and as
extracted from Euronext Amsterdam N.V.'% Daily Official List (Officiele Prijscourant) (in the case of the
price on 3 January 2006 and 27 January 2006). It should be noted that trades in these securities were not
necessarily transacted on these dealing days !and that the figures shown below may therefore represent prices
made on earlier trades. It should also be noted that not all trades will have been reported to the London Stock
Exchange or Euronext Amsterdam.
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Middle-market prices for Shares

Date Price

©
1 August 2005 18.68
1 September 2005 18.37
3 October 2005 18.63
1 November 2005 17.85
1 December 2005 18.10
3 January 2006 19.75
27 January 2006 29.75

Material Contracts

The following contracts (not being contracts entered into in the ordinary course of business) are contracts
which have been entered into any member of the Group in the two years immediately prior to the date of this
Prospectus, and which are or may be material or are contracts entered into by any member of the Group
which contain any provisions under which any member of the Group has any obligation or entitlement which
is or may be material to the Group at the date of this Prospectus:

7.1

Management Agreement

The Company is party to an amended and restated Management Agreement with Fortress Investment
Group LLC, dated as of 23 June 2004, pursuant to which the Manager provides for the day-to-day
management of the Company’s operations.

The Management Agreement provides that if Fortress acts as investment manager of any SPV,
Fortress will be required to procure that the investment policy of the SPV conforms with the
investment policies and guidelines of the Company.

The Company has agreed to indemnify the Manager and its affiliates and their members, managers,
officers, directors, and employees with respect to all expenses, losses, dammages, liabilities, demands,
charges and claims arising from acts or omissions of such party not constituting bad faith, wilful
misconduct, gross negligence, or reckless disregard of the Manager’s duties, performed in good faith
under the Management Agreement. The Manager has agreed to indemnify the Company, the
Company’s Shareholders, Directors, officers and employees with respect to all expenses, losses,
damages, liabilities, demands, charges and claims arising from acts of the Manager and its affiliates
and their members, managers, officers, directors and employees constituting bad faith, wilful
misconduct, gross negligence or reckless disregard of the Manager’s duties under the Management
Agreement. The Manager carries errors and omissions and other customary insurance.

The Management Agreement generally does not limit or restrict the Manager from engaging in any
business or managing any other vehicle that invests generally in Target Investments. However, the
terms of the Management Agreement prohibit the Manager and any entity controlled by or under
common control with the Manager from raising or sponsoring any new investment fund, company or
other pooled vehicle (that raises equity capital from outside sources) whose investment policies,
guidelines or plan targets as its primary investment category investments in credit sensitive European
real estate related securities it being understood that no such fund, company or pooled investment
vehicle shall be prohibited from investing in credit sensitive European real estate related securities
other than as its primary investment category. See Part IV of this Prospectus for a summary of the fees
and incentive compensation payable to the Manager under the Management Agreement.

The Management Agreement shall be in effect unti] the date which is ten years from 13 August 2003,
subject to automatic renewal and on such date and on each three year anniversary of such date shail be
deemed renewed automatically for an additional three year period unless the holders of a simple
majority of Shares by vote taken at a meeting duly held for such purpose agree that there has been
unsatisfactory performance that is materially detrimental to the Company. The Manager will be
provided with 60 days’ prior notice of any such termination and will be paid a termination fee
described in Part IV of this Prospectus. The Company may terminate the Management Agreement
effective upon 60 days® notice, without payment of any termination fee, in the event of fraud,
misappropriation of funds, gross negligence or wilful violation by the Manager. The Manager may
terminate the Management Agreement upon 60 days’ notice in the event that the Company defaults in
the performance or observance of any material term, condition or covenant under the Management
Agreement (taking into account any applicable grace period) and on each anniversary of the
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7.2

commencement of the Management A
by either party for any reason, the
receive incentive compensation from
value (as determined by independent

greement. Upon any termination of the Management Agreement

b=
‘

Company shall be entitled to purchase the Manager’'s right to
the Manager for a cash purchase price equal to its fair market
appraisal to be conducted by an appraisal firm recognised in the

United States and mutually agreed upon by the Company and the Manager). If the Company does not
elect to so purchase the Manager’s right (o receive incentive compensation, the Manager will have the
right to require the Company to purchase the same at the price described above. Otherwise the
Company will be required to continue to pay the incentive compensation to the Manager following
termination of the Management Agreement, which payments could continue for an indefinite period of
time.

The Manager may at any time assign|or delegate certain duties under the Management Agreement to
any affiliate of the Manager provided that certain officers of the Manager also jointly manage and
supervise the day-to-day business and operations of such affiliate and provided. further, that the
Manager shall be fully responsible to the Company for all errors or omissions of such assignee.

The Management Agreement is governed by the law of the State of New York.

Administration Agreement

The Company is party to an Administration Agreement with International Administration (Guernsey)
Limited (“IAG”) dated 30 September 2005, pursuant to which 1AG provides for the day-to-day
administration of the Company, including, among other things, maintenance of accounts monitoring
adherence with applicable laws, maintaining bank accounts, preparation of annual tax exempt
application in Guernsey and provision of a company secretary.

Provided that IAG acts at all times wi:th due care, IAG shall not, in the absence of negligence, breach
of the Administration Agreement, fraud, or wilful default be liable for any loss or damage suffered by
the Company or otherwise arising diréctly or indirectly as the result of, or in the course of, the proper
discharge by 1AG or its servants, agen‘ts or delegates of its duties under the Administration Agreement

or in connection with the services re
1AG shall not. be liable for any loss
faith and with due care upon any i
otherwise than as a result of some act
wilful default on the part of IAG.

Subject to TAG’s duty to mitigate, th

ndered by it under the Administration Agreement.

or damage suffered by the Company, if IAG has acted in good
nstruction or communication believed by 1AG to be genuine
of negligence, breach of the Administration Agreement, fraud or

e Company has agreed to indemmfy IAG from and against all

actions, proceedings, claims and demands (including costs, expenses incidental thereto (other than

[=had

those resulting from the negligence breach of the Administration Agreement, fraud or wilful default

on the part of IAG) which may be
obligations or duties under the Admi

References to 1IAG include references

The Administration Agreement provi

made against, suffered or incurred by IAG in performing its
nistration Agreement.

to the officers, servants, agents and delegates of 1AG.

des that the appointment of IAG will continue unless and until

terminated by either party giving to the other not less than 90 days’ written notice although in certain

circumstances the agreement may be
other in the event of a material breach
party.

terminated forthwith by notice in writing by either party to the
of the Administration Agreement, or the insolvency of the other

See Part 1V of this Prospectus for a summary of the fees payable to IAG for the performance of its
duties under the Administration Agreement.

The Administration Agreement is governed by the laws of Guernsey.

Registrar’s Agreement

The Company is party to a Registrar

Agreement with Anson Registrars Limited dated 24 June 2004,

pursuant to which Anson Registrars Liimited will act as registrar of the Company, and. amongst other
things, will have responsibility for the transfer of shares, maintenance of the share register and acting

as transfer and paying agent.

The Registrar shall not, in the absen
terms of the Registrar Agreement be

e of fraud, negligence or wilful default or breach by it of the
lable to the Company for any loss or damage suffered by the

Company arising directly or indirectly out of anything done or omitted by the Registrar in good faith
in accordance with the terms of the Registrar Agreement.
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7.4

The Registrar shall not, in the absence of fraud, negligence or wilful default or breach by it of the
terms of the Registrar Agreement be liable to the Company for any loss sustained by the Company or
in any of the assets of the Company as a result of loss, delay, misdelivery or error in transmission of
any email, cable, telex. telefax or telegraphic communication or if any document be proved to be
forged or otherwise defective or erroneous.

The Company shall indemnify and hold harmless the Registrar against all claims and demands which
may be made against the Registrar in respect of any loss or damage sustained or suffered or alleged to
have been sustained or suffered by any third party as a result of or in consequence of the performance
or non-performance by the Registrar of its obligations under the Registrar Agreement otherwise than
by reason of fraud, negligence or wilful default or the breach by the Registrar of the terms of the
Registrar Agreement.

The Registrar Agreement provides that the appointment of Anson Registrars Limited will continue
unless and unti] terminated by either party giving to the other not less than 90 days’™ written notice,
provided that such notice will not be effective within six months of the date of the Registrar
Agreement. In certain circumstances, the Registrar Agreement may be terminated forthwith by notice
in writing by either party to the other based on certain breaches of the Agreement, or the insolvency of
either.

In any event the Registrar may cease to provide any services pursuant to the Registrar Agreement if
any of its fees become overdue by more than seven days until such overdue fees are paid in full.

Anson Registrars Limited is entitled to a minimum annual fee of £4,400 for the performance of its
duties under the Registrar Agreement. Anson Registrars Limited is entitled to additional fees in
respect of the performance of tasks including transfers and dividend payments.

The Registrar Agreement is governed by the laws of Guernsey.

United Kingdom Transfer Agent Agreement

The Company is party to a UK Transfer Agent Agreement with Anson Registrars Limited and Capita
IRG plc dated 24 June 2004, pursuant to which Capita IRG plc will act as the transfer agent of Anson
Registrars Limited in the United Kingdom, providing services to Anson Registrars Limited and the
Company including the processing of transfer deeds.

The Company agrees that Capita IRG plc shall be under no liability whatsoever to it for any loss,
damage or expense of any nature, however arising, suffered or incurred by the Company or by another
person as a result of any act or omission connected with or arising out of the performance of any
services under the UK Transfer Agent Agreement, unless such loss, damage or expense arose as a
result of bad faith, negligence, fraud or wilful default of Capita IRG plc, its employees, agents or sub-
contractors.

The Company undertakes to indemnify the UK Transfer Agent and its employees, agents and sub-
contractors against all actions, proceedings, costs, claims, demands and liabilities which may be
brought against or incurred or suffered (either directly or indirectly) by them arising out of or in
connection with the performance of the services under the UK Transfer Agent Agreement (other than
those resulting from bad faith, negligence, fraud or wilful default of Capita IRG plc, its employees,
agents or sub-contractors).

The UK Transfer Agent Agreement provides that the appointment of Capita IRG plc will continue
unless and until terminated by either the Company or Anson Registrars Limited giving to Capita IRG
plc, or Capita IRG plc giving to Anson Registrars Limited, not less than 90 days™ written notice,
provided that such notice will not be effective within six months of the date of the UK Transfer Agent
Agreement. In certain circumstances, the UK Transfer Agent Agreement may be terminated forthwith
by notice in writing by a party to the other parties based on certain breaches of the Agreement or the
insolvency of a party.

In any event, Capita IRG plc may either terminate its appointment or suspend performance ot services
by notice in writing to Anson Registrars Limited if Anson Registrars Limited fails to pay any sum due
within 15 business days of Capita IRG plc giving written notice to Anson Registrars Limited.
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Capita IRG plc will receive from Anson Registrars Limited remuneration as shall be agreed separately

between Capita IRG plc and Anson Registrars Limited from time to time. The Company is not liable
L

to pay Capita IRG ple any remunera?ion under the UK Transfer Agent Agreement.

!
The UK Transfer Agent Agreement is governed by English Law.

Option Agreements

A summary of the five option agreements with Fortress Investment Group LLC (the
Agreements”) is set out in Part 1V
Guernsey law.

“Option
of this Prospectus. The Option Agreements are governed by

CDO 1 Portfolio Management Agreement

The Manager is a party to the CDO 1

Portfolio Management Agreement with Eurocastle CDO I dated

8 June 2004 pursuant to which the Manager has agreed (subject to the terms of the trust deed) to

supervise, monitor and direct the inve
accordance with its standards, policies

stment and reinvestment of the collateral of Eurocastle CDO 1in
and procedures. The Manager will, amongst other things, select

Target Investments to be acquired, retained, sold or otherwise disposed of, waive any default or vote to

accelerate the maturity of a defaulted

obligation. Under the CDO I Portfolio Management Agreement,

the Manager has also agreed to perform, on behalf of the Eurocastle CDO 1, certain administrative

services. The Manager is entitled to an annual fee of €1,000.

The Manager and its delegates are excluded from any liability to Eurocastle CDO I in the absence of
any acts or omissions constituting bad faith, wilful misconduct or negligence in the performance of, or
reckless disregard with respect to, its Iobligations under the CDO I Portfolio Management Agreement.
The CDO [ Portfolio Management Acrlreement also contains provisions whereby Eurocastle CDO 1 has
agreed to indemnify the Manager and its delegates from and against all expenses, losses, damages,
liabilities, demands, charges and claims of any nature whatsoever incurred by the Manager in the
performance of its duties and obhgan{)ns (except such as shall be finally judicially determined to have

arisen from bad faith, wilful misconduct, negligence or reckless disregard by the Manager or its
delegates in the performance or non-éeﬁormance of its duties and obligations). The Manager may be
removed (i) without cause upon 90 days’ written notice by the Trustee, as directed by holders of at

least 75% in aggregate principal amount outstanding of each class of the notes, or (ii) with cause upon

30 days’ prior written notice by the T

rustee, acting upon the direction of the holders of at least 66%:%

in aggregate principal amount outstanding of each class of notes (excluding notes owned by the

Manager, any affiliate thereof or any
30 days’

written notice to Eurocastle CDO 1 or upon ten days’

fund managed by the Manager). The Manager may resign upon
written notice with cause. No

termination or resignation shall be effective until a replacement portfolio manager is appointed.

The CDO 1 Portfolio Management A

greement is governed by English law.

CDO 1T Portfolio Management Agreement

The Manager is a party to the CDO
dated 5 May 2005. The terms of the

It Portfolio Management Agreement with Eurocastle CDO 1
CDO 11 Portfolio Management Agreement are the same in all

material respects as those of the CDO 1 Portfolio Management Agreement except in relation to
termination rights.

The Manager may be removed without cause upon 90 days’ written notice by the Trustee, as directed
by holders of at least 75% in aggrega’te principal amount outstanding of each class of the notes. The
Manager may be removed, in certain Icircumﬂtances with cause upon 30 days’ prior written notice by
the Trustee, acting upon the dmectmml of the holders of at least 667:% in aggregate principal amount
outstanding of each class of notes (e)\cludmﬂ notes owned by the Manager, any affiliate thereof or any
fund managed by the Manager). The Manager may also be removed, in certain other limited
circumstances, with cause upon 30 davs prior written notice by the Trustee, acting upon the direction
of the holders of at least 66%:% in agglegate principal amount outstanding of the “‘controlling class™

(as defined in the CDO 11 Portfolio Management Agreement) of notes in issue at the time (excluding
notes owned by the Manager. any affiliate thereof or any fund managed by the Manager). The

Manager may resign upon 30 days’ written notice to Eurocastle CDO 1I or upon ten days™ written
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notice with cause. No termination or resignation shall be effective until a replacement portfolio
manager is appointed.

The CDO 11 Portfolio Management Agreement is governed by English law.

CDO III Portfolio Management Agreement

The Manager is a party to the CDO 11l Portfolio Management Agreement with Eurocastle CDO L1
dated 28 April 2005. The terms of the CDO 111 Portfolio Management Agreement are the same in all
material respects as those of the CDO 1 Portfolio Management Agreement except in relation to
termination rights.

The Manager may be removed without cause upon 90 days’ written notice by the Trustee, as directed
by holders of at least 75% in aggregate principal amount outstanding of each class of the notes. The
Manager may be removed, in certain circumstances, with cause upon 30 days’ prior written notice by
the Trustee, acting upon the direction of the holders of at least 66%:% in aggregate principal amount
outstanding of each class of notes (excluding notes owned by the Manager, any affiliate thereof or any
fund managed by the Manager). The Manager may also be removed, in certain other limited
circumstances, with cause upon 30 days’ prior written notice by the Trustee, acting upon the direction
of the holders of at least 66%:% in aggregate principal amount outstanding of the “‘controlling class”
(as defined in the CDO 11 Portfolio Management Agreement) of notes in issue at the time (excluding
notes owned by the Manager, any affiliate thereof or any fund managed by the Manager). The
Manager may resign upon 30 days’ written notice to Eurocastle CDO Il or upon ten days’ written
notice with cause. No termination or resignation shall be effective until a replacement portfolio
manager is appointed.

The CDO 111 Portfolio Management Agreement is governed by English law.

CDO IV Portfolio Management Agreement

The Manager is party to the CDO 1V Portfolio Management Agreement with Eurocastle CDO 1V
dated 14 July 2005. Under this agreement, the Manager has agreed to manage the assets of Eurocastle
CDO 1V (including negotiating and executing documents on behalf of Eurocastle CDO 1V in
connection with acquisition, sale or hedging of any investments) and to be responsible for certain day-
to-day operations of Eurocastle CDO 1V. Eurocastle CDO 1V will pay the Manager an annual fee of
€1,000.

The CDO 1V Portfolio Management Agreement may be terminated by Eurocastle CDO IV or
Eurocastle Investment Limited upon sixty (60) days prior written notice in the event of any act of
fraud or misappropriation of funds by the Manager in its corporate capacity under the CDO 1V
Portfolio Management Agreement or in the event of any gross negligence on the part of the Manager
in the performance of its duties under, or wilful violation of, the CDO 1V Portfolio Management
Agreement. The Manager may resign its appointment upon sixty (60) days prior written notice.

The Manager may assign its obligations under the CDO 1V Portfolio Management Agreement to any
of its affiliates.

The Manager assumes no obligation or responsibility under the CDO 1V Portfolio Management
Agreement or otherwise to any person other than Eurocastle CDO IV. With respect to Eurocastle
CDO 1V, the Manager assumes no obligation or responsibility other than to render the services
required to be rendered by the Manager under the CDO IV Portfolio Management Agreement, as
expressly provided therein. in good faith. The Manager and its affiliates will not be liable to Eurocastle
CDO 1V or any other person for any loss incurred by any such person that arise out of, in relation to or
in connection with any act or omission in the performance by the Manager of its functions under, or in
connection with, the CDO 1V Portfolio Management Agreement, except for any liability to Eurocastle
CDO 1V in respect of any direct losses incurred by Eurocastle CDO 1V as a result of the Manager’s
own acts or omissions constituting wilful misconduct or gross negligence in the performance of its
duties. Eurocastle CDO 1V undertook to indemnify the Manager for any loss caused by, or arising out
of or in connection with any of the transactions contemplated in the CDO 1V Portfolio Management
Agreement. except that such loss results from the Manager’s gross negligence or wilful misconduct,

The CDO 1V Portfolio Management Agreement is governed by English law.
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The Company and the Manager are ;l;anies to the Funding Management Agreement with Eurocastle
Funding Limited, dated as of 23 June 2004, pursuant to which the Manager provides for the day-to-
day management of Eurocastle Funding’s operations, subject to the investment policies and. guidelines
of the Company.

Eurocastle Funding is an SPV established in Ireland. It holds all securities acquired through Short-
term repurchase agreements and also/ as at the date of this Prospectus, two real estate related loans.

Eurocastle Funding has agreed to mdemmty the Manager and its affiltates and their. members,
managers, directors, officers and employees with respect to all expenses, losses. damages, liabilities,
demands, charges and claims arxsmé from acts of the Manager not constituting bad faith. wilful
misconduct, gross negligence, or reckless disregard of the Manager's duties under the Funding
Management Agreement. The Manager has agreed to indemnify Eurocastle Funding, Eurocastle
Funding’s Shareholders, directors, dfficers and employees with respect to all expenses, losses,
damages, liabilities, demands, charges and claims arising from acts of the Manager and its affiliates
and their members, directors, managers, officers and employees constituting bad faith, wilful
misconduct, gross negligence or reckless disregard of the Manager’s duties under the Funding
Management Agreement. The Manager carries errors and omissions and other customary insurance.

Eurocastle Funding and the Company may terminate the Funding Management Agreement on
60 days™ written notice, without payment of any amounts by way of compensation, in the event of
fraud, misappropriation of funds. or éross negligence by the Manager. The Manager may terminate
the Funding Management Agreemem‘upon 60 days notice.

The Manager shall receive an annuall management fee of €1,000 for the performance of services
pursuant to the Funding Management Agreement.

The Funding Management Agreemen} is governed by English law.

Listing Agreement

The Company has entered into a hsting agreement with Morgan Stanley & Co. International Limited
and Euronext Amsterdam dated 15 December 2005. Under this agreement the Company has agreed to:
(1)  comply with the rules that apply to companies whose shares have been admitted to listing on
Eurolist by Euronext Amsterdam (the “Euronext Rules™);

(if)  pay the fees stipulated in the Euronext Rules governing handling, admission and annual listing
charges; and
(ii1) make available to the public its| annual report and accounts and half vearly report.

The Listing Agreement is governed be Netherlands law.

Revolving Credit Facility Agreement

In December 2004, the Company emfred into a revolving €35 million credit facility with Deutsche
Bank AG, London as a means of securing access to temporary working capital. The facility is secured

under a security deed dated 20 December 2004 over receivables flowing to the Company from

Eurocastle CDO I, Eurocastle CDO
future credit agreement or debt secur
assignments of the Company’s rig
Management Agreement. The facility
leverage ratio and a minimum inter

11, Eurocastle CDO 111, Eurocastle Funding Limited and any
ties of the Company (the “‘Security Deed”) and with security
hts under the Funding Management Agreement and the
contains a number of financial covenants including a maximum
est cover ratio. The interest rate on drawn amounts is now

Euribor + 2%, while on undrawn ameounts the commitment fee is (.5%.

The facility contains a negative pledgL provision whereby, other than pursuant to the Security Deed,

the Company shall not create any secu
not to sell, transfer or dispose of any

under which money or the benefit of a

to a combination of accounts or enter

ity over any of its assets. Furthermore, the Company has agreed
of its assets and receivables. nor enter into any arrangement
bank or other account may be applied, set-off or made subject
into any other preferential arrangement having a similar effect.

There is a cross default provision undel the facility which operates if (i) any financial indebtedness of
the Company is not paid when due ( or within an applicable grace period) or is declared to be or
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becomes due prior to its maturity; or (i) in the case of a consolidated subsidiary that has issued
publicly rated debt securities, if the trustee of such securities has given notice to the relevant
consolidated subsidiary that such debt securities are to be immediately due and payable following the
occurrence of an event of default.

In May 2005, the facility size was increased to €50 million and in December 2005, the term of the
facility was extended to 6 December 2007 and the interest rate on drawn amounts amended to
Euribor + 2%.

Paying Agent Agreement

The Company has entered into a paying agent agreement dated 14 December 2005 with ABN Amro
Bank N.V. Under this Agreement the Paying Agent agrees to make available all the necessary
facilities and information to enable Shareholders in the Netherlands to exercise their rights and
perform such duties commonly performed by a paying agent or required by the applicable rules and
regulations of Euronext Amsterdam. The Company provides an indemnity to the Paying Agent in
respect of any loss it may incur in the performance of its duties without bad faith, negligence or wilful
misconduct. The Company shall pay a fee of €250 per payment plus any costs incurred by the Paying
Agent in carrying out its duties to the Company.

Underwriting Agreement

The Underwriting Agreement was entered into on 27 January 2006 between the Company. the
Manager, the Directors, the Listing Agents, the Joint Bookrunners and the Co-Lead Managers and
contains fnter alia, the following provisions:

(a) the Company confirmed the appointment of Deutsche Bank, Goldman Sachs and Morgan
Stanley & Co. International Limited as Listing Agents in connection with the proposed
Admission of the New Shares to Eurolist by Euronext Amsterdam and the agreement sets out
their duties as Listing Agents and the Company’s obligations to them in their capacity as Listing
Agents;

(b) the Company confirmed the appointment of Deutsche Bank, Goldman Sachs and Morgan
Stanley & Co. International Limited as Joint Bookrunners in relation to the Offer and DKW and
Kempen as Co-Lead Managers in relation to the Offer;

(¢) the Company has agreed, subject to certain conditions, to issue Shares at the Offer Price;

(d) the Underwriters have agreed, subject to certain conditions, on a several basis to procure
subscribers for or, failing which, to subscribe themselves, all of the Offer Shares at the Offer
Price;

() the Company has, subject to certain conditions, undertaken to Morgan Stanley & Co.
International Limited as stabilising manager, that on the relevant Over-allotment closing date, it
will allot and issue, in accordance with the terms and conditions of the Offer, such number of
additional Offer Shares which is notified in writing to the Company by Morgan Stanley & Co.
International Limited at any time up to 26 February 2006 provided that the aggregate number of
notified Shares shall not exceed 10% of the aggregate number of Shares available in the Offer
(the “Over-allotment Option”). The Over-allotment Shares shall be allotted and issued fully
paid up in cash, free from all encumbrances and shall be identical to all other Offer Shares. The
undertaking has been provided for the sole purpose of enabling the stabilising manager to
satisfy its obligations in respect of over-allocations, if any, made in connection with the Offer
and to cover short positions resulting from stabilising transactions. Save as required by
applicable law or regulation, Morgan Stanley & Co. Intemational Limited does not intend to
disclose the extent of any over-allotments made and/or stabilisation transactions;

(f)  the Company Group has agreed to pay to the Underwriters a commission of 2.5% of the amount
equal to the Offer Price multiplied by the aggregate number of Offer Shares which the
Underwriters have agreed to procure subscribers for. or failing which to subscribe, pursuant to
the terms of the Underwriting Agreement and, in addition, the Company has agreed to pay to
the stabilising manager (on behalf of the Underwriters) a commission of 2.5% of the amount
equal to the Ofter Price multiplied by the number of Over-allotment Shares to be issued by the
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Company in accordance with the Over-allotment Option. All commissions will be paid together
with any value added tax charg[eable thereon;

(g) the obligations of the Company

procure subscribers for or, failin
certain conditions including, am

to issue Offer Shares and the obligations of the Underwriters to
g which, themselves to subscribe for Offer Shares are subject to
ongst others, that Admission occurs by not later than 8.00 a.m.

on 1 February 2006 or such ]3ter time and/or date (not later than 3 Febrnary 2006) as the

Company may agree with the Listing Agents,

and the Joint Bookrunners. In certain

| . -
circumstances, the Listing Agents and the Joint Bookrunners may terminate the Underwriting

. |
Agreement at any time on or be
certain material changes in the
Company or of companies in th

fore Admission. These circumstances include the occurrence of
condition (financial or otherwise), prospects or earnings of the
e group and certain changes in financial, political or economic

conditions (as more fully set out in the Underwnting Agreement);

(h)

the Company has agreed to pay
charge or duty and any related ¢

any stamp duty and/or stamp duty reserve tax and any other tax,
osts, fines, penalties or interest arising in respect of the issue of

Shares under the Offer and in respect of the issue of Over-allotment Shares, if any, pursuant to

the Over-allotment Option;
(i)  the Company has undertaken to
tax) all costs. charges, fees and
Offer. Admission and the arran
@
and the legal compliance of the
contents of this Prospectus a
Underwriters. The Manager has

pay or cause to be paid (together with any related value added
expenses of, in connection with or incidental to, inter alia, the
gements contemplated by the Underwriting Agreement;

the Company has given customary warranties in relation to the business, the accounting records

Company and its consolidated subsidiaries and in relation to the
nd has also given a customary indemnity to each of the
given customary warranties in relation to itself. Each Director

has given customary warranties in relation to the information regarding that Director in this

Prospectus: and

(k)
issued pursuant to the Offer, thel
of 90 days from Admission
Bookrunners have given their ¢

Investment Agreement

The Company has entered into an I

the Company has agreed not to issue any Shares (other than Investment Shares and Shares

Over-allotment Option and the Manager’s Options) for a period
(subject to certain exceptions, including where the Joint
onsent to the issue or sale, as the case may be).

restment Agreement with the Fortress Funds dated 24 January

2006, under which the Fortress Fun(’is have agreed to invest up to €300 million in the. Company
immediately prior to the closing of the Dresdner Acquisition.

The Company can reduce the amount
by serving a notice to that effect on

On closing of their investment, the Fo
Investment Share of €17.50, provided
Investment Shares; and (i) acquiring

of the Fortress Funds’ investment to not less than €150 million
he Fortress Funds prior to closing of their investment.

rtress Funds will subscribe for Investment Shares at a price per
that they shall make their investment by both (i) subscribing for
for €17 per Share an option to subscribe for further Shares and

the right to receive payments equal to the dividends they would have received if the Shares under

option had been issued to them, if an
not more than 29.9% of the voting rig
and a waiver is obtained. based on a v
a bid in accordance with Rule 9 of th

1 to the extent necessary to ensure that they are deemed to hold
hts in the Company. If an option is granted to the Fortress Funds
ote of independent shareholders, from any requirement to make
¢ Code following any exercise of the option, the Fortress Funds

would pay an additional €0.50 per share on exercise of the option.

The Fortress Funds® investment is subject to conditions that no laws are in effect which prohibit the
investment, and that the investment will take place on the same day as the closing of the Dresdner
Acquisition. The obligations of the Fortress Funds and the Company are also subject to certain other

customary conditions relating to con

accuracy of the representations and w

Under the Investment Agreement, eac
representations and wairanties.

ipliance with the terms of the Investment Agreement and the
arranties made by them.

h of the Company and the Fortress Funds have given customary
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The Company has agreed to indemnify the Fortress Funds and their affiliates against all losses
incurred as a result of any or all of the Fortress Funds being required to make a mandatory offer for
the entire issued share capital of the Company in accordance with Rule 9 of the City Code on
Takeovers and Mergers, but only if such requirement is triggered by the issue of Shares to the Fortress
Funds pursuant to the Investment Agreement.

In certain circumstances, the Investment Agreement may be terminated prior to the closing of the
Fortress Funds’ investment, including by either party if the acquisition agreement with respect to the
Dresdner Acquisition is terminated, if the subscription of the Investment Shares would be illegal or
otherwise prohibited or if closing of the transaction has not occurred within 180 days of the date of the
Investment Agreement. The Company may terminate the Investment Agreement with respect to any of
the Fortress Funds if such fund has breached any of its representations, warranties or obligations under
the Investment Agreement that would give rise to the failure of one of the conditions to the agreement.
The Fortress Funds may terminate the Investment Agreement if the Company has breached any of its
obligations under the Investment Agreement that would give rise to the failure of one of the conditions
to the agreement.

If the Company does not exercise its right to reduce the amount of the Fortress Funds® investment
prior to closing of the investment, the Company and the Fortress Funds will enter into an agreement,
under which the Company will have the right to reduce the Fortress Funds® investment to an aniount
of not less than €150 million by (a) buying back, in whole or in part, Investment Shares from the
Fortress Funds, (b) requiring the Fortress Funds to sell Shares as part of a further equity offering by
the Company and/or (c) reducing the number of Shares which are the subject of any option granted to
the Fortress Funds. Such right can be exercised by the Company on one occasion during the three
month period following the closing of the Fortress Funds’ investment and the Fortress Funds wil] be
entitled to receive an effective price per Share of €18,

General

8.1  There are no governmental, legal or arbitration proceedings, and there are no governmental, legal or
arbitration proceedings which are pending or threatened of which the Company is aware, which may
have or have had in the recent past a significant effect on the Company and/or financial position or
profitability of the Group.

The Company will not, to a significant extent, be a dealer in investments.

o >
[FEISY

The Company does not intend to register under or become subject to the Investment Company Act as
an investment company. In order to avoid such registration, it will seek to comply with Section 3(c)(7)
of the Investment Company Act, which provides an exclusion from investment company status for
investment funds whose securities are sold only to U.S. residents and U.S. Persons who are Qualified
Purchasers (as such term is therein defined) and certain other limited categories of persons.
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8.4 The Company has the following principal subsidiaries, which are directly or indirectly wholly-owned
by the Company and consolidated into the annual financial statements of the Company:

Company Name

Luxgate S.ar.l 100%
Bastion Participation Lux
Sarl 100%

Belfry Participation Lux
Sarl

Truss Participation Lux
Sarl

Finial S.arl

Drive S.arl] 100%
(indirectly via
Luxgate S.ar.l)
8.5

8.6

8.7

8.8

8.9

8.10

Proportion of capi'ta] held

Principal activity Registered office

(indirectly via
Luxgate S.arl)

100%
(indirectly via
Luxgate S.arl)

1009%
(indirectly via
Luxgate S.arl)

100%
(indirectly via
Luxgate S.ar.l)

Holding 14A Rue des Bains
Company £-1212 Luxembourg, Grand
Duchy of Luxembourg
Holding 14A Rue des Bains
Company L-1212 Luxembourg, Grand
Duchy of Luxembourg
Holding 14A Rue des Bains
Company L-1212 Luxembourg, Grand
Duchy of Luxembourg
Holding 14A Rue des Bains
Company L-1212 Luxembourg, Grand
Duchy of Luxembourg
Holding 14A Rue des Bains
Company L-1212 Luxembourg, Grand
Duchy of Luxembourg
Holding 14A Rue des Bains
Company L-1212 Luxembourg, Grand

Duchy of Luxembourg

Each of Cushman & Wakefield Healey & Baker, CB Richard Ellis and DTZ has given and not

withdrawn its consent to the inclusion
out in Part XII1 of this Prospectus in t

in this Prospectus of the valuation report prepared by it and set
he form and context in which it is included, have authorised the

contents of its above mentioned report for the purpose of Prospectus Rule 5.5.3. Each of Cushman &
Wakefield Healey & Baker, CB Richhrd Ellis and DTZ accepts responsibility for the content of its
respective valuation report or reports|and to the best of its knowledge and belief, having taken all
reasonable care to ensure that the same is the case, the information contained in its valuation report or

reports is in accordance with the facts
information.

The Manager is or may be a promoter
has been paid or given by the Comps
Prospectus, none is intended to be gi

and does not omit anything likely to affect the import of such

of the Company. Save as disclosed herein, no amount or benefit
ny to the Manager. and, other than expressly disclosed in this
en.

Application has been made for the New Shares to be admitted to listing on Eurolist by Euronext

Amsterdam and to trading on Eurone

No commission will be payable by th
with the Offer.

There has been no significant chan

xt Amsterdam’s market for listed securities.

e Company to financial intermediaries or placees in connection

ge in the financial or trading position of the Group since

30 September 2005, the date to which the interim results set out in Part X1 of this Prospectus were
prepared.

The Company is of the opinion that taking into account the net proceeds of the Offer and of the issue
of the Investment Shares which are estimated to be €489 million, the Group has sufficient working
capital for its present requirements, that is, 12 months from the date of this Prospectus.

Between 31 December 2004 and 31 May 2005 the Deutsche Bank Portfolio’s value changed from
€316 million to €316.5 million a resull of changed market conditions. The Directors are not aware of
any material change which has occuned in the value of the Deutsche Bank Portfolio since 31 May
2005 (being the date of its valuation) or in the value of the Bastion Portfolio, Beltry Portfolio, Truss
Portfolio or Dresdner Portfolio since the respective dates of their valuations as described elsewhere in
this Prospectus.

|
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The net asset value of the Company is determined quarterly by the Manager in accordance with IFRS
as part of the preparation of the Company’s interim and annual financial statements. The Company
communicates this valuation in its quarterly earning announcements it makes to the market. The
Directors currently only contemplate the publication of the net asset value being suspended in force
majeure circumstances. If the publication of quarterly results were unduly delayed or cancelled, the
Company would make a market announcement.

The Company complies with the corporate governance requirements provided for under applicable
Jaws and regulations in Guernsey.

Based on the Company’s market capitalisation and net asset value immediately prior to the Offer, the
maximum amounts payable in respect of fees over a 12 month period to each of the Manager, the
Administrator and the Registrar are as follows:

Manager €8,384,000
Administrator € 132,000
Registrar € 22,000

Indebtedness and Capitalisation

The indebtedness and capitalisation of the Group as at 30 September 2005 (on an unaudited basis) were as

follows:
Group indebtedness and capitalisation Amount
(€7000)
Total current debt (guaranteed and secured)?
Guaranteed and secured
Bank credit facilities'™?? 38,088
Repurchase agreements™" 57.071
. 95,159
Total non-current debt"
Secured
Bonds issued (collateralised debt obligations) 863,055
Term bank borrowings 592,067
1,455,122
Shareholders® equity
Share capital 286,814
Legal reserves 0
Other reserves 2.114
288,928
Total 1,839,209

There has been no material change to the Group capitalisation since 30 September 2005.
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The Group Net Indebtedness as at 12 January 2006 is as follows:

Group Net Indebtedness

Liquidity
Cash
Bank deposits
Trading securities

Current Financial Receivable

Current Financial Debt

Current bank debt

Current portion of non-cuirent debt
Other current financial debt

Current Financial Debt

Net Current Financial Indebtedness

Non-current financial indebtedness

Non current bank loans
Bonds issued
Other non-current loans

Net Financial Indebtedness

Notes:

H
(2)

(3}

)
(&)

The Company as at the date of this Prospectus ¢

Amount
(€°000)

17,404
6,340
0

23,744

0

161,777
1,233
0

163,010

139,266

791,939
977,720
0

1,769,659

1,908,925

uried current debt which is both guaranteed and secured.

The liabilitics benefit from a standard form guarantee from Eurocastle Investment Limited (ranking pari passu with all other
unsecured creditors of Eurocastle Invesument Limited).

The assets secured under the Company’s debt liabilities are either assigned or charged to the relevant lender by way of security or
transferred to the relevant counterparty under a loan repurchase agreement.

The assets secured under repurchase agreements

The Company carries no guaranteed non-current

Source: Company’s unaudited management accounts

The Group has no indirect or contingent in

Documents available for Inspection

are ABS.
debt.

debtedness.

Copies of the following documents are available for inspection at the registered office of the Company. at the
offices of the Manager, and at the offices of Linklaters, One Silk Street, London EC2Y 8HQ during usual

business hours (Saturdays, Sundays and public holidays excepted) from the date of publication of this

Prospectus for either a period of 14 days o

Shares, whichever is the longer period:

1 until Admission of all of the Offer Shares and the Investment

10.1 the Memorandum and Articles of Association of the Company;

10.2 the audited consolidated accounts ofi the Company for the periods ended 31 December 2003 and

31 December 2004 which have been
Institute of Chartered Accountants off

10.3 the unaudited results of the Company

10.4 the unaudited results of the Company

10.5 this Prospectus; and

10.6

audited by Ernst & Young LLP. which is a member of the
England and Wales and auditor of the Company;

for the six month period ended 30 June 2005;

for the nine month period ended 30 September 2005;

the valuation reports set out in Part X1I1 of this Prospectus.
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PART VII
TAX CONSIDERATIONS

General

The comments below are of a general and non-exhaustive nature based on the Directors’ understanding of
the current revenue law and practice in Guernsey, the UK and the U.S., which are subject to change. The
following summary does not therefore constitute legal or tax advice and applies only to persons holding
Shares as an investment.

An investment in the Company involves a number of complex tax considerations. Changes in tax legislation
in any of the countries in which the Company will have Investments or in Guernsey (or in any other country
in which a subsidiary of the Company, through which investments are made, is located), or changes in tax
treaties negotiated by those countries, could adversely affect the returns from the Company to investors.

Prospective investors should consult their professional advisers on the potential tax consequences of
subscribing for, purchasing. holding, converting or selling Shares under the laws of their country and/or state
of citizenship, domicile or residence.

Guernsey Taxation
2.1 The Company

The Company qualifies for exemption from liability to income tax in Guernsey and has applied to the
States of Guernsey Income Tax Authority for such exemption for the current vear. Exemption must be
applied for annually and will be granted, subject to the payment of an annual fee which is currently
fixed at £600, provided that the Company continues to qualify under the applicable legislation for
exemption. It is the intention of the Directors to conduct the affairs of the Company so as to ensure
that it continues to qualify. No capital gains or similar taxes are Jevied in Guemnsey on realised or
unrealised gains resulting from the Company’s investment activities. On 25 November 2002, the
Advisory and Finance Committee of the States of Guernsey (“A&F”, now replaced by the States of
Guernsey Policy Council) announced a proposed framework for a structure of corporate tax reform
within an indicative timescale. In the announcement A&F stated that any specific recommendations
for change would only be placed before the Guernsey Government after further consultation with local
businesses and a review of taxation in other financial centres. The relevant parts of the announcement
and recommendations are as follows:

(a) The general rate of income tax paid by Guernsey companies will be reduced to 0% in respect of
tax year 2008 and subsequent years.

(b)  Certain regulated businesses will pay tax at 10% such as banks. Funds (which term will include
the Company) will continue to be taxed at 0%.

(¢)  Whilst income tax on Guernsey individuals will remain at 20% it has been recommended there
would be no value added tax, capital gains tax, inheritance or other wealth taxes.

Document duty in Guemnsey is calculated at the rate of 0.5% and is payable on the nominal value of
the authorised share capital of the Company up to a maximum amount of duty of £5,000 for each
company. In the case of a Guernsey company which is a closed ended investment company with an
authorised capital consisting of shares of no par value, such as the Company, the document duty is set
at a flat rate of £2,000.

2.2 The Shareholders
Disposal of Shares

Guernsey residents should not be subject to tax on any gains arising on disposal of the Shares.

Taxation of Dividends on Shares

The Company is required to make a return to the Administrator of Income Tax in Guernsey of the
names, addresses and shareholdings of Guernsey resident Shareholders. No withholding tax is
currently payable in respect of Shareholders.
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3

United Kingdom Taxation

3.1

3.2

Stamp Duty and Stamp Duty Reserve Tax

No Guernsey stamp duty will be payable on the issue of the Shares. In the event of the death of a sole

holder of Shares, a Guernsey grant of]
certain fees will be payable to the Ec

The Company

The Directors intend to conduct the af]
they consider reasonably practicable, t
the affairs of the Company so that i
Accordingly, and provided that the C
through a permanent establishment sit
tax or corporation tax other than on U

The Shareholders
(i)  Disposal of Shares

The Company is a closed-ended
should not as at the date of this

probate or administration may be required in respect of which
clesiastical Registrar in Guernsey.

fairs of the Company in such a manner as to minimise, so far as
axation suffered by the Company. This will include conducting

does not become resident in the UK for taxation purposes.
ompany does not carry on a trade in the UK (whether or not
uated therein), the Company will not be subject to UK income
JK source income.

company incorporated in Guernsey and therefore the Company
Prospectus be a ““collective investment scheme™ as defined in

the Financial Services and Markets Act 2000. Accordingly, the provisions of sections 757 to
764 of the Income and Corporation Taxes Act 1988 (the “Taxes Act™) should not apply. For so
long as the Company is not a collective investment scheme, any disposal of Shares by a

Shareholder may give rise to a

(a) UK resident Shareholders

A disposal of Shares by a
tax year) resident or, in
Kingdom for tax purposes
purposes of United King
changes in the

chargeable gain for United Kingdom tax purposes.

Shareholder who is (at any time in the relevant United Kingdom
the case of an individual, ordinarily resident in the United
may give rise to a chargeable gain or an allowable loss for the
dom taxation on chargeable gains (including by reference to

sterling/euro exchange rate), depending on the Shareholder’s

. . | . . .
circamstances and subject to any available exemption or relief.

(by Non-UK resident Shareh

lders

A Shareholder who is not resident in the United Kingdom for tax purposes but who
carries on a trade in the United Kingdom through a branch or agency, or in the case of a

company a permanent es

tablishment, may be subject to United Kingdom taxation on

chargeable gains on a disp
or used, held or acquired!
establishment. |

A Shareholder who is an i
the United Kingdom for

osal of Shares which are used in or for the purposes of the trade
for use for the purposes of the branch, agency or permanent

ndividual who has ceased to be resident or ordinarily resident in
ax purposes for a period of less than five years of assessment

and who disposes of Shares during that period may also be liable, on his return to the

United Kingdom. to United Kingdom taxation on chargeable gains (subject to any

available exemption or re

(i1  Income from the Company

ief).

According to their personal circumstances, Shareholders resident in the United Kingdom for tax

purposes will be liable to incon
distributions of the Company

e tax or corporation tax in respect of dividend or other income
Shareholders will receive dividends without deduction of

Guemsey income tax. UK resident individual Shareholders will be liable to income tax on the

dividends received. No UK tax

credit will be attached to dividends received by Shareholders.

UK resident corporate Shareholders will be liable to corporation tax on dividends received from

the Company.

The income tax charge in respect of dividends for United Kingdom resident individual
Shareholders will (depending on the amount of the Shareholder’s overall taxable income) be at
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(iii)

(iv)

the dividend ordinary rate of 10% or at the dividend upper rate of 32.5% For this purpose,
dividends are treated as the top slice of the individual Shareholder’s income. United Kingdom
resident Shareholders who are not liable to income tax on their income will not be subject to tax
on dividends.

Where investments of the Company are distributed in specie to Shareholders other than by way
of dividend, such distributions may represent a part-disposal of Shares for United Kingdom tax
purposes.

Anti-avoidance

The attention of individuals ordinarily resident in the United Kingdom is drawn to the
provisions of Sections 739 to 745 of the Taxes Act. These provisions are aimed at preventing the
avoidance of income tax by individuals through transactions resulting in the transfer of assets or
income to persons (including companies) resident or domiciled abroad and may render them
liable to taxation in respect of undistributed income and profits of the Company on an annual
basis.

More generally, the attention of Shareholders is also drawn to the provisions of Sections 703 to
709 of the Taxes Act which give powers to HM Revenue and Customs to cancel tax advantages
derived from certain transactions in securities,

The Taxes Act also contains (in Chapter 1V of Part XVII) provisions which subject certain
United Kingdom resident companies to corporation tax on profits of companies not so resident
in which they have an interest. The provisions may affect United Kingdom resident companies
which are deemed to be interested (together with any connected or associated companies) in at
least 25% of the profits of a non-resident company which is controlled by residents of the
United Kingdom and which does not distribute substantially all of its income and is resident in a
low tax jurisdiction. It is intended that the Company will distribute substantially all of its
income, and therefore it is not anticipated that this legislation will have any material effect on
United Kingdom resident corporate Shareholders. The legislation is not directed towards the
taxation of chargeable gains.

It is anticipated that the shareholdings in the Company will be such as to ensure that the
Company would not be a close company if resident in the United Kingdom. If, however. the
Company were to be such that it would be close if resident in the United Kingdom, chargeable
gains accruing to it may be apportioned to certain United Kingdom resident or, in the case of an
individual, ordinarily resident Shareholders who may thereby become chargeable to capital
gains tax or corporation tax on chargeable gains on the gains apportioned to them.

Stamp duty and stamp duty reserve tax

The following comments are intended as a guide to the general stamp duty and stamp duty
reserve tax position and do not relate to persons such as market-makers, brokers, dealers or
intermediaries or where the Shares are issued to a depositary or clearing system or its nominee
or agent. No United Kingdom stamp duty or stamp duty reserve tax will be payable on the issue
of the Shares. No United Kingdom stamp duty will be payable on the transfer of the Shares,
provided that any instrument of transfer is not executed in the United Kingdom and does not
relate to any property situate, or to any matter or thing done or to be done, in the United
Kingdom. Provided that the Shares are not registered in any register of the Company kept in the
United Kingdom, any agreement to transfer the Shares will not be subject to United Kingdom
stamp duty reserve tax.

United States Taxation

To ensure compliance with U.S. Treasury Department Circular 230, investors are hereby notified that:
(A) any discussion of U.S. federal tax issues in this prospectus is not intended or written by us to be relied
upon, and cannot be relied upon, by investors for the purpose of avoiding penalties that may be imposed on
investors under the internal revenue code; (B) such discussion is included herein by us in connection with
the promotion or marketing (within the meaning of Circular 230) by us and the underwriters of the
transactions or matters addressed herein: and (C) investors should seek advice based on their particular
circumstances from an independent tax advisor.
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4.1

4.2

General

The following is a summary of certal

and disposing of the Shares by U.S
defined below, and collectively, the
regulations promulgated thereunder, j

in U.S. federal income tax consequences of acquiring, holding
Holders, Tax-Exempt Holders and Non-U.S. Holders (all as
‘Investors™). This summary is based upon the Code, Treasury
udictal authorities, published positions of the Internal Revenue

Service (the “IRS™) and other applicable authorities, all as in effect on the date hereof and all of
which are subject to change or differing interpretations (possibly with retroactive effect). This

summary does not discuss all of the
based on such Investor’s particular ¢
treatment under U.S. federal income

tax consequences that may be relevant to a particular Investor
wcumstances or to certain lavestors that are subject to special
tax laws. This summary is limited to Investors who hold the

Shares as capital assets. No rulings have been or will be sought from the IRS regarding any matter

discussed in this Prospectus, and counsel to the Company has not rendered any legal opinion regarding
any of the tax consequences discussed herein. No assurance can be given that the IRS would not
assert, or that a court would not susta’in, a position contrary to any of the tax aspects set forth below.
Prospective investors are urged to consult their tax advisers to determine the U.S, federal, state,
local and non-U.S. income and other tax consequences of acquiring, holding and disposing of the
Shares, as well as the effect of tax lafws of the jurisdictions of which they are citizens, residents or
domiciliaries or in which they conduct business.

For purposes of this section, a “*U.S. L!‘—lo]der" is any beneficial owner of the Shares that is a citizen or
individual resident of the United Stat(les: a corporation or an entity characterised as a corporation for
U.S. federal income tax purposes and which is created or organised in the U.S. or any political

subdivision thereof, an estate, the income of which is subject to U.S. federal income tax without
regard to its source; or a trust if (i)! a court within the United States is able to exercise primary
supervision over the administration of the trust, and one or more U.S. persons have the authority to

control all substantial decisions of the trust or (i) the trust was in existence on 20 August 1996 and

properly elected to be treated as a U.S. person.

For purposes of this section, a “Non-U.S. Holder” is any beneficial owner of Shares that is (i) an

individual that is not a citizen or resid

ent of the United States, (ii) a corporation or other entity treated

as a corporation for U.S. federal income tax purposes that is not created or organised under the laws of
the United States or any political subdivision thereof, or (iii) in the case of a partnership or an entity
treated as a partnership for U.S. federal income tax purposes, a partner that is described in (i) or
(it) above.

For purposes of this section, a “Tax-Exempt Holder”” is any beneficial owner of Shares, other than a

Non-U.S. Holder, that is exempt from U.S. federal income taxation under the Code.

If a partnership. including for this purnpose any entity treated as a partnership for U.S. federal income
tax purposes, is a holder of the Shares, the U.S. federal income tax treatment of a partner in such
partnership will generally depend upon the status of such partner and the activities of the partnership.

Prospective investors that are partnerships and partners in such partnership are urged to
consult their tax advisers to determine the U.S. federal income tax consequences of acquiring,
holding and disposing of the Share#.

The Company

Taxation as a Corporation

The Company will be treated as a coriporation for U.S. federal income tax purposes. Thus, except as

described below, the income, gains, lgosses, deductions and expenses of the Company will not pass
through to the Investors, and all distiributions by the Company to the Investors will be treated as
dividends, returns of capital and/or gains.

|
[ .
United States Trade or Business; \’\‘y’ithholding Taxes

It is not expected that the Company

will be engaged in a U.S. trade or business as determined for

U.S. federal income tax purposes, although no assurances can be given in this regard. So long as the

Company is not engaged in a U.S. trad
be subject to regular U.S. federal inco
is treated as engaged in a U.S. trade

e or business, income and gain earned by the Company will not
me taxation. If, however, contrary to expectations, the Company
or business, then the Company generally would be subject to
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regular U.S. federal income taxation on any income or gain effectively connected with the United
States trade or business (and may also be subject to a 30% U.S. branch profits tax). In such event, the
Company’s ability to make distributions to its shareholders will be materially and adversely affected.

The Company may be subject to U.S. withholding tax at a rate of 30% on certain types of periodic
income derived by the Company from sources inside the United States.

Passive Foreign Investment Company
g )

Generally, a non-U.S. corporation, such as the Company, will be classified as a passive foreign
investment company (a “PFIC") during a given year if either (i) 75% or more of its gross income
constitutes “passive income”, or (i) 50% or more of its assets produce “passive income™. For these
purposes, “‘passive income” generally includes interest, dividends, annuities and other investment
income. Based on the Company’s income, assets and activities, the Directors believe that the
Company has been, and anticipate that it will continue to be classified as a PFIC for U.S. federal
income tax purposes.

Controlled Foreign Corporation

Generally, a non-U.S. corporation. such as the Cofnpany. will be classified as a controlled foreign
corporation (a “CFC”") if more than 50% of the shares of the corporation, measured by reference to
combined voting power or value, are held, directly or indirectly, by “U.S. Sharecholders”. A
U.S. Shareholder, for this purpose, is generally any U.S. Holder that possesses, directly, indirectly or
through attribution, 10% or more of the combined voting power of all classes of shares of the
corporation, Depending on the ownership of the Shares, it is possible that the Company may be treated
as a CFC.

If the Company were classified as a CFC, a U.S. Shareholder of the Company generally would be
required to include in gross income (as ordinary income) at the end of each taxable year of the
Company an amount equal to the shareholder’s pro rata share of the *“‘subpart F income™ and certain
U.S. source income of the Company. Subpart F income generally includes dividends, interest, gains
from the sale of securities, and income from certain transactions with related parties. If the Company
were classified as a CFC, it is likely that all or substantially all of its income would constitute
subpait F income.

U.S. Holders
Passive Foreign Investment Company

For any taxable year during which the Company is classified as a PFIC and a U.S. Holder held the
Shares, and such holder fails to make either a “‘QEF election™ or a “mark-to-market election” (each
as described below) with respect to the Shares effective from the beginning of the U.S. holders’ period
of ownership in the Shares, the U.S. Holder will be subject to special tax rules on the receipt of an
“excess distribution” in respect of the Shares and on gain from the disposition of the Shares. An
excess distribution generally is any distribution to the extent such distribution exceeds 125% of the
average annual distributions made with respect to the Shares during the preceding three taxable years
or shorter period during which the U.S. Holder held the Shares. For purposes of the PFIC rules, (i) a
distribution includes any transfer of money or property by the Company in redemption of the Shares if
such redemption is treated as a dividend for U.S. federal income tax purposes. and (ii) a disposition
includes any transfer of money or property by the Company in redemption of the Shares if such
redemption is treated as an exchange for U.S. federal income tax purposes.

Under the PFIC rules, a U.S. Holder is required to allocate any excess distribution received or gain
recognised from disposition of the Shares rateably over the U.S. Holder’s entire holding period for the
Shares. The amount allocated to the taxable year in which the excess distribution is made or the gain is
recognised will be taxed as ordinary income. The amount allocated to each other taxable vear will be
subject to tax at the highest income tax rate, regardless of the rate otherwise applicable to the
U.S. Holder. The U.S. Holder will also be liable for an additional tax equal to an interest charge on the
tax liability attributable to income allocated to prior vears. In computing such tax liability, amounts
allocated to prior tax years may not be offset by any net operating losses of the U.S. Holder.

In addition, under the PFIC rules and QEF rules (discussed below), a U.S. Holder will be required to
file an annual return on IRS Form 8621 regarding distributions received in respect of, and gain
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recognised on the dispositions of, the Shares. Moreover, any U.S. Holder who acquires the Shares

upon the death of a U.S. Holder wo
market value of such Shares. Instead,

equal to the decedent’s tax basis, if lo
as a ““qualified electing fund™ (“QEF]

uld not receive a step-up in the tax basis of the Shares to fair
the U.S. Holder beneficiary will have a tax basis in the Shares
wer. A U.S. Holder may make an election to treat the Company
) in order to avoid the application of the PFIC rules discussed

above. If a U.S. Holder makes a tlmely and valid QEF election with respect to the Company, the
U.S. Holder will be required for each taxable year for which the Company is a PFIC to include in
income such holder’s pro rata share ot the Company’s (1) ordinary earnings as ordinary income and
(i) net capital gains as long-term cap;tal gain, in each case computed under U.S. federal income tax

principles, in some cases even if such
will not be required to include any am
does not have ordinary earnings or net
include any amount in income for
Furthermore, the denial of a tax basts
will not apply.

The QEF rules may cause an electing

1 earnings or gains have not been distributed. The U.S. Holder

ount in income for any taxable year during which the Company
capital gains. Moreover, the U.S. Holder will not be required to
any taxable year for which the Company is not a PFIC.
step-up to fair market value at death described above generally

U.S. Holder to recognise income in a taxable year in amounts

significantly greater than the distributions received from the Company in such taxable year. In certain
cases in which the Company does not distribute all of its earnings in a taxable year, a U.S. Holder may
be permitted to elect to defer the payment of some or all of its taxes with respect to the Company’s
income subject to an interest charge on the deferred amount. The QEF election is made on a
shareholder-by-shareholder basis. Thus, any U.S. Holder of the Shares can make its own decision

regarding whether to make a QEF ¢
subsequently acquired by an electing
IRS.

1t should be noted that U.S. Holders m
the Shares, and that certain classes of
are subject to special rules regarding t
with such information as is necessary,

Alternatively,
rules. a U.S. Holder may make an elec
election”). If a U.S. Holder makes a ti

required for each taxable vear that th

to the extent the Shares

lection. A QEF election applies to all of the Shares held or
U.S. Holder and can be revoked only with the consent of the

ay not make a QEF election with respect to an option to acquire
Investors (for example, consolidated groups and grantor trusts)
he QEF election. The Company intends to provide U.S. Holders
to enable them to make a QEF election.

are treated as “‘marketable stock’ for purposes of the PFIC
tion to mark the Shares to market annually (a “*mark-to-market
mely and valid mark-to-market election, the U.S. Holder will be
e Shares are held, and upon the disposition of the Shares. to

recognise as ordinary income or loss an amount equal to the difference between the U.S. Holder’s tax
basis in the Shares and the fair market value of the Shares. Except in the case of a sale or disposition
of the Shares, any loss recognised, however, will be allowable only to the extent of net mark-to-market
gains included in income by the U.S. Wolder under the mark-to-market election in prior taxable years,
The U.S. Holder's tax basis in the] Shares will be increased by any gains recognised by the
U.S. Holder as a result of the mark-tormarket election and will be decreased by any losses allowable
under the mark-to-market rules.

As with the QEF election, to the extent the Shares are treated as “marketable stock” for purposes of
the PFIC rules, the mark-to-market election is made on a shareholder-by-shareholder basis. Thus. any
U.S. Holder of the Shares can make its own decision regarding whether to make a mark-to-market
election. In addition, a2 mark-to-market election is revocable (except to the extent that the Shares are
no longer considered marketable stock) only with the consent of the IRS, and will continue to apply
even if the Company is no longer classified as a PFIC.

Prospective investors are urged to consult their tax advisor about the PFIC rules, including the
possibility and advisability of and the procedure and timing for making a QEF or mark-to-
market election in connection with the Shares.

Controlled Foreign Corporation

If the Company were classified as a GFC, a U.S. Holder that is treated as a U.S. Shareholder of the
Company for purposes of the CFC Irules would generally not be taxable under the PFIC rules
described above. Rather, at the end oF each taxable year of the Company, such U.S. Holder would
generally include in gross income (as ordmarv income) an amount equal to the sharebolder’s pro rata
share of the subpart F income and certain U.S. source income of the Company. As a result. to the
extent subpart F income of the Company included net capital gains, such gains will be treated as
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ordinary income of the U.S. Holder under the CFC rules, notwithstanding the fact that the character of
such gains generally would otherwise be preserved under the PFIC rules if a QEF election were made.

Distributions on the Shares

The treatment of actual distributions of cash on the Shares will generally vary depending on whether a
U.S. Holder has made a timely QEF or mark-to-market election as described above. If a timely QEF
election has been made or if the U.S. Holder is treated as a U.S. Shareholder of the Company for the
purposes of the CFC rules, distributions should be allocated first to amounts previously taxed pursuant
to the QEF election or pursuant to the CFC rules, if applicable. Amounts so allocable would not be
taxable to U.S. Holders. Distribuations in excess of such previously taxed amounts will be taxable to
U.S. Holders as ordinary income upon receipt, to the extent of any remaining untaxed current and
accumulated earnings and profits of the Company. Such distributions made to a U.S. Holder that is an
individual will not be eligible for taxation at reduced tax rates generally applicable to dividends paid
by certain United States corporations and “qualified foreign corporations”™ on or after 1 January 2003.
Distributions in excess of (i) previously taxed amounts and (i1} any remaining current and accumulated
earnings and profits will be treated first as a non-taxable return of capital, which reduces the tax basis
in the Shares to the extent thereof, and then as capital gain.

If a timely mark-to-market election has been made, distributions made by the Company to a
U.S. Holder will be taxable as ordinary income to the extent of any current and accumulated earnings
and profits of the Company. Such distributions made to a U.S. Holder that is an individual will not be
eligible for taxation at recently reduced tax rates applicable to dividends payable by certain United
States corporations and qualified foreign corporations on or after 1 January 2003. Any distributions in
excess of the current and accumulated earnings and profits of the Company will be treated first as a
non-taxable return of capital, which reduces the tax basis in the Shares to the extent thereof, and then
as capital gain.

In the event that a U.S. Holder does not make a timely QEF or mark-to-market election. then except to
the extent that distributions may be attributable to amounts previously taxed pursuant to the CFC
rules, some or all of any distributions made with respect to the Shares may constitute excess
distributions, taxable as previously described under the PFIC rules.

Sale or Other Disposition of the Shares

A U.S. Holder that has made a valid QEF or mark-to-market election will generally recognise gain or
loss upon the sale or other disposition of the Shares equal to the difference between the amount
realised and the holder’s adjusted tax basis in the Shares. The tax basis of a U.S. Holder in the Shares
will generally be the amount paid for such Shares. Such tax basis will be increased by amounts
taxable to such holder by virtue of a QEF or mark-to-market election and will be decreased by
(i) actual distributions from the Company that are deemed to consist of previously taxed amounts or
are treated as a non-taxable reduction in the tax basis of the Shares, and (ii) any losses allowable under
the mark-to-market rules. In the case of a U.S. Holder that has made a valid QEF election, any gain or
Toss recognised from a sale or other disposition of the Shares will be long-term capital gain or loss if
the U.S. Holder has held such Shares for more than one year at the time of the sale or disposition. In
the case of a U.S. Holder that has made a valid mark-to-market election, any gain recognised will be
ordinary income and any Joss recognised will be ordinary loss, to the extent of the net gains previously
recognised under the mark-to-market election, and capital loss thereafter. In certain circumstances,
non-corporate U.S. Holders may be entitled to preferential treatment for net long-term capital gains.
The ability of U.S. Holders to offset capital losses against ordinary income, however, is limited.

If a U.S. Holder does not make a timely QEF election or mark-to-market election, any gain realised
trom the sale or other disposition of the Shares or any gain deemed to accrue prior to the time a QEF
or mark-to-market election is made, will generally be treated as an excess distribution and subject to
an additional tax reflecting an interest charge under the PFIC rules described above.

If the Company were treated as a CFC and a U.S. Holder were treated as a U.S. Shareholder thereof at
any time within the five year period ending on the date of disposition, then subject to a special
limitation for individual U.S. Shareholders that have held the Shares for more than one year, any gain
realised by such U.S. Holder upon disposition of the Shares would generally be treated as ordinary
income to the extent of the current and accumulated eamings and profits of the Company accumulated
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4.5

4.6

while such U.S. Shareholder owned the Shares. In this respect, earnings and profits generally would
not include any amounts previously taxed pursuant to the CFC rules.

Tax-Exempt Holders

Unrelated Business Taxable Income

Tax-Exempt Holders that are generally exempt from U.S. federal income taxation may nevertheless be
subject to “unrelated business income tax” on any “unrelated business taxable income™ or income
from debt-financed property (col]eétive]y “UBTI”) derived by such Tax-Exempt Holder. An
investment in the Shares should not ;!;enerate UBTI for Tax-Exempt Holders that are pension plans,
Keogh plans, individual retirement accounts, tax-exempt institutions and other tax-exempt entities,
provided that such Tax-Exempt Holfders do not incur “acquisition indebtedness™ (as defined for

U.S. federal income tax purposes) with respect to their investments in the Shares.

Controlled Foreign Corporation

If the Company were classified as a CFC and a Tax-Exempt Holder were treated as a
U.S. Shareholder, the Tax-Exempt Halder’s subpart F income from the Company generally would not
be treated as UBTI (assuming such Tax-Exempt Holder itself did not incur “‘acquisition indebtedness”
to acquire its Shares).

Passive Foreign Investment Company

As discussed above, the Directors believe that the Company has been, and anticipated that it will
continue to be classified as a PFIC for U.S. federal income tax purposes. Treasury regulations provide,
however, that Tax-Exempt Holders generally will not be subject to the potentially adverse effects of
the PFIC rules discussed above. More?)\fer. unlike U.S. Holders, a Tax-Exempt Holder may not make a
QEF election with respect to the Company unless such Tax-Exempt Holder is taxable under the UBTI
rules with respect to distributions received from the Company (which should occur only if a Tax-
Exempt Holder itself incurred “acqui‘sition indebtedness” to make its investment in the Shares).

Non-U.S. Holders E

A Non-U.S. Holder generally will not|be subject to U.S. federal income taxation or withholding tax on
distributions received from the Company or on gains recognised on the sale, exchange or redemption
of the Shares where such Non-U.S. I—;Io]der’s nexus with the United States is solely as a result of an
investment in the Shares. The foregoing, however, may not apply in the case of a Non-U.S. Holder
(i) who has an office or fixed place of business in the United States or is otherwise carrying on a
U.S. trade or business, (i1) who is an i:ndividual present in the United States for 183 days or more in a
taxable year or has a “tax home™ in the United States for U.S. federal income tax purposes or
(iif) who is a former citizen of the Unlited States, a CFC or a corporation which accumulates earnings
to avoid U.S. federal income tax.

Reporting Requirements

Treasury regulations promulgated under Section 6038B of the Code require reporting for certain
transfers of property (including cash)jto a foreign corporation by U.S. persons or entities. In general.
these rules require U.S. Holders and Tax-Exempt Holders who acquire the Shares to file a Form 926

with the IRS and to supply certain additional information to the IRS. In the event such holder fails to
file any such required form, the holdeér could be subject to a penalty equal to 10% of the fair market
value of the property (including cash‘) transferred to the foreign corporation. Prospective investors
are urged to consult their tax advis:ers regarding these reporting requirements.

i
|
i
|
|
|
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4.7 Reportable Transactions

Treasury regulations require that each taxpayer participating in a “reportable transaction” must
disclose such participation to the IRS. The scope and application of these rules is not completely clear.
In the event an investment in the Company constitutes participation in a “reportable transaction™, each
Investor who must file a U.S. federal income tax return may be required to file Form 8886 with the
IRS with the Investor’s U.S. federal tax return, thereby disclosing certain information relating to the
Company to the IRS. In addition, the Company and its advisers may be required to maintain a list of
the Investors and to furnish this list and certain other information to the IRS upon its written request.
Prospective investors are urged to consult their tax advisers regarding the applicability of these
rules to an investment in the Company.
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ERISA Considerations

1.1 General

PART VIII

ERISA, TRANSFER RESTRICTIONS, ELIGIBLE INVESTORS AND CERTIFICATES

ERISA, and Section 4975 of the Code, impose certain restrictions on (a) employee benefit plans (as
defined in Section 3(3) of ERISA) that are subject to Title I of ERISA, (b) plans (as defined in
Section 4975(e)(1) of the Code) that are subject to Section 4975 of the Code, including individual
retirement accounts or Keogh plans, (¢) any entities whose underlying assets include plan assets by
reason of an investment by a plan described in (a) or (b) in such entities (each of (a), (b) and (c), a
“Plan”) and (d) persons who have certain specified relationships to Plans (*‘Parties in Interest” under
ERISA and “Disqualified Persons” under the Code). Moreover, based on the reasoning of the
U.S. Supreme Court in John Hancock Life Ins. Co. v. Harris Trust and Sav. Bank, 510 U.S. 86 (1993),
an insurance company’s general accounft may be deemed to include assets of the Plans investing in the
general account (e.g., through the purchase of an annuity contract), and such insurance company might
be treated as a Party in Interest with resf:ect to a Plan by virtue of such investment. ERISA also imposes
certain duties on persons who are fiduciaries of Plans subject to ERISA, and ERISA and Section 4975
of the Code prohibit certain transaction’ between a Plan and Parties in Interest or Disqualified Persons
with respect to such Plan. Violations df these rules may result in the imposition of excise taxes and
other penalties and liabilities under ERISA and the Code.

The U.S. Department of Labor (the “DOL’’) has promulgated a regulation, 29 C.F.R. §2510.3-101 (the
“Plan Asset Regulation™) describing what constitutes the assets of a Plan with respect to the Plan’s
investment in an entity for purposes of|the fiduciary responsibility provisions of Title I of ERISA and
Section 4975 of the Code. Under the Plan Asset Regulation, if a Plan invests in an “equity interest”” of
an entity that is neither a “publicly offered security” nor a security issued by an investment company
registered under the Investment Company Act, the Plan’s assets are deemed to include both the equity
interest itself and an undivided interest in each of the entity’s underlying assets, unless it is established
that the entity is an “operating company’" or that equity participation by “benefit plan investors” is not
“significant”. '

1
i

The Shares constitute “‘equity interests’] in the Company for purposes of the Plan Asset Regulation; the
Company will not be registered undefr the Investment Company Act: and it is not likely that the
Company will qualify as an "operat:ing company” for purposes of the Plan Asset Regulation.
Therefore, if equity participation in the Company by Benefit Plan Investors (as defined below) is
“significant” within the meaning of thle Plan Asset Regulation, the assets of the Company could be
deemed to be the assets of Plans investing in the Shares. If the assets of the Company were deemed to
constitute the assets of an investing Plan, (i) transactions involving the assets of the Company could be
subject to the fiduciary responsibility and prohibited transaction provisions of ERISA and Section 4975
of the Code, (ii) the assets of the Company could be subject to ERISA’s reporting and disclosure
requirements, and (iii) the fiduciary causing the Plan to make an investment in the Shares could be
deemed to have delegated its responsibility to manage the assets of the Plan.

Under the Plan Asset Regulation, equity participation in an entity by Benefit Plan Investors is
“significant” on any date if, immediately after the most recent acquisition of any equity interest in the
entity, 25% or more of the value of any class of equity interest in the entity is held by Benefit Plan
Investors (the ““25% Threshold™).

The term “Benefit Plan Investor” is defined to include any (i) “employee benefit plan™ (as defined in
Section 3(3) of ERISA), whether or IP]Ot subject to Title T of ERISA, including without limitation
governmental plans, foreign pension plans and church plans, (1) “plan™ (as defined in
Section 4975(e)(1) of the Code), whether or not subject to Section 49735 of the Code, including without
limitation individual retirement accounts and Keogh plans, or (iti) entity whose underlying assets
include plan assets by reason of such an employee benefit plan’s or plan’s investment in such entity.
including without limitation, as applicable, an insurance company general account. For purposes of
making determinations under the 25% {threshold, (i} the value of any Shares held by a person (other
than a Benefit Plan Investor) that has di«]scretionary authority or control with respect to the assets of the
Company or that provides investment advice for a fee (direct or indirect) with respect to such assets. or
any affiliate of such a person (each such person or affiliate, a “Controlling Person™), is disregarded
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1.2

1.3

which, in the case of the Company, will include the Manager and its affiliates, and (ii) only the
proportion of an insurance company general account’s equity investment in the Company that
represents plan assets is taken into account.

Restrictions on Purchase

The Company intends to prohibit investors that are subject to Title I of ERISA or Section 4975 of the
Code from acquiring any Shares. Accordingly, Benefit Plan Investors using assets of Plans that are
subject to Title I of ERISA or Section 4975 of the Code (including, as applicable, assets of an insurance
company general account) will not be permitted to acquire Shares, and each investor will be required to
represent, or will be deemed to have represented, as applicable, that it is not a Benefit Plan Investor that
is using assets of a Plan that is subject to ERISA or Section 4975 of the Code. Each purchaser of a
Share admitted to settlement by means of the CREST UK system if any, will be deemed to represent
and warrant that it is not a Benefit Plan Investor that is using assets of a Plan that is subject to ERISA or
Section 4975 of the Code. In addition, the Company’s articles of association provide that in the event
that a purported transfer of any Share to a Benefit Plan Investor that is subject to Title 1 of ERISA or
Section 4975 of the Code could result in the assets of the Company being treated as plan assets that are
subject to Title I of ERISA or Section 4975 of the Code. any Shares held by such a Benefit Plan
Investor shall be deemed to be Shares-in-Trust, and transferred automatically and by operation of law to
a Trust for the benefit of one or more designated charities. For a discussion of transfer restrictions with
respect to the Shares, see “Transfer Restrictions™ below.

Special Considerations Applicable to Insurance Company General Accounts

Any purchaser that is an insurance company using the assets of an insurance company general account
should note that pursuant to regulations issued pursuant to Section 401(c) of ERISA (the “General
Account Regulations™), assets of an insurance company general account will not be treated as “‘plan
assets” for purposes of the fiduciary responsibility provisions of ERISA and Section 4975 of the Code
to the extent such assets relate to contracts issued to employee benefit plans on or before 31 December
1998 and the insurer satisfies various conditions. The plan asset status of insurance company separate
accounts is unaffected by Section 401(c) of ERISA, and separate account assets are treated as the plan
assets of any such plan invested in a separate account.

Transfer Restrictions

The Shares have not been and will not be registered under the Securities Act or any U.S. state securities or
“Blue Sky’ laws or the securities laws of any other jurisdiction and, accordingly, may not be reoffered,
resold, pledged or otherwise transferred in the United States or to U.S. Persons unless the Shares are
registered under the Securities Act, or an exemption from the registration requirements of the Securities Act
is available and in accordance with the restrictions described under “‘Eligible Investors’™ below.

Each purchaser of Shares will be required to represent and agree as follows:

(a)

(b)

The purchaser (A) (i) is a U.S. Person that is an Accredited Investor or a Qualified Institutional Buyer
that in each case is also a Qualified Purchaser or a Knowledgeable Employee, (ii) is acquiring the
Shares for its own account or for the account of an Accredited Investor or a Qualified Institutional
Buyer that in each case is also a Qualified Purchaser or a Knowledgeable Employee and (iii) 1s aware,
and each beneficial owner of the Shares has been advised, that the sale of the Shares to it is being
made in reliance on Rule 144A or another exemption from the registration requirements of the
Securities Act, or (B) is not a U.S. Person and is purchasing the Shares in an offshore transaction
pursuant to Regulation S.

The purchaser understands that the Shares are being offered in a transaction not involving any public
offering in the United States within the meaning of the Securities Act, that the Shares have not been
and will not be registered under the Securities Act and that (A) if in the future the purchaser decides to
offer, resell, pledge or otherwise transfer any of the Shares, such Shares may be offered, resold,
pledged or otherwise transferred only (i) in the United States to a person whom the seller reasonably
believes is a Qualified Institutional Buyer or an Accredited Investor that in each case also is a
Qualified Purchaser or a Knowledgeable Employee, or (ii) outside the United States in a transaction
complying with the provisions of Rule 903 or Rule 904 of Regulation S under the Securities Act and
that (B) the purchaser will, and each subsequent holder is required to, notity any subsequent purchaser
of the Shares from it of the resale restrictions referred to in (A) above.

92




(©)

(d)

Eligible Investors

The purchaser understands that (other
U.S. Persons that do not purchase S
Euronext Amsterdam will be required
a legend substantially to the followin

THIS SECURITY HAS NOT BEEN

than initial purchasers who are Qualified Institutional Buyers)
hares in a bona fide trade on the London Stock Exchange or
to hold Shares in certificated form and that the Shares will bear
g effect:

AND WILL NOT BE REGISTERED UNDER THE UNITED

STATES SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), ANY STATE
SECURITIES LAWS IN THE UII\IITED STATES OR, EXCEPT AS SET OUT IN THE
COMPANY’'S PROSPECTUS (THE “PROSPECTUS”), THE SECURITIES LAWS OF ANY
OTHER JURISDICTION AND MAY NOT BE REOFFERED, RESOLD, PLEDGED OR
OTHERWISE TRANSFERRED EXCEPT AS PERMITTED BY THIS LEGEND. THE HOLDER

HEREOF, BY ITS ACCEPTANCE
AND AGREES THAT IT WILL
TRANSFER THIS SECURITY EXC

OF THIS SECURITY, REPRESENTS, ACKNOWLEDGES
NOT REOFFER, RESELL, PLEDGE OR OTHERWISE
EPT (X) IN COMPLIANCE WITH THE SECURITIES ACT

AND OTHER APPLICABLE LAWS AND EXCEPT TO A TRANSFEREE WHO IS (i) (A) AN
“ACCREDITED INVESTOR” WITHIN THE MEANING OF THE SECURITIES ACT OR (B) A

“QUALIFIED INSTITUTIONAL BU

ACT) AND IN EACH CASE ALSO A
EMPLOYEE” WITHIN THE MEAN

YER” (AS DEFINED IN RULE 144A OF THE SECURITIES
“QUALIFIED PURCHASER” OR A “KNOWLEDGEABLE
ING OF THE UNITED STATES INVESTMENT COMPANY

ACT OF 1940, AS AMENDED (THE “1940 ACT"), OR (ii) NOT A “U.S. PERSON" (AS SUCH
TERM IS DEFINED UNDER RULE 904 IN REGULATION S UNDER THE SECURITIES ACT)
PURCHASING FOR ITS OWN AGCOUNT OR FOR THE ACCOUNT OF A BUYER THAT
MEETS SUCH CRITERIA IN AN OFFSHORE TRANSACTION PURSUANT TO REGULATIONS
AND (Y) (1) UPON DELIVERY| OF ALL CERTIFICATIONS, OPINIONS AND OTHER
DOCUMENTS THAT THE COMPANY MAY REQUIRE AND (2) IN ACCORDANCE WITH ANY
APPLICABLE SECURITIES LAW |OF ANY STATE OF THE UNITED STATES AND ANY
OTHER JURISDICTION. FURTHER, NO PURCHASE, SALE OR TRANSFER OF THIS
SECURITY MAY BE MADE UNLESS SUCH PURCHASE. SALE OR TRANSFER WILL NOT
RESULT IN (i) THE ASSETS OF THE COMPANY CONSTITUTING *“PLAN ASSETS™ WITHIN
THE MEANING OF THE EMPLOYEE RETIREMENT INCOME SECURITY ACT OF 1974, AS
AMENDED (“ERISA™). THAT ARE SUBJECT TO TITLE 1 OF ERISA OR SECTION 4975 OF
THE INTERNAL REVENUE CODE OF 1986, AS AMENDED (THE “CODE”) OR (ii) THE
COMPANY BEING REQUIRED TO REGISTER AS AN INVESTMENT COMPANY UNDER THE
1940 ACT. EACH PURCHASER OR TRANSFEREE OF THIS SECURITY WILL BE REQUIRED
TO REPRESENT OR WILL BE DEEMED TO HAVE REPRESENTED THAT (i) IT 1S NOT AND
IS NOT USING ASSETS OF A PLAN THAT IS SUBJECT TO TITLE 1 OF ERISA OR
SECTION 4975 OF THE CODE AND (i) IF 1T IS A U.S. PERSON. THAT IT IS A “QUALIFIED
PURCHASER” OR A “KNOWLEDGEABLE EMPLOYEE,” AND WILL BE SUBIECT TO
RESTRICTIONS AS PROVIDED IN THE COMPANY’S PROSPECTUS AND ARTICLES OF
ASSOCIATION. |

THIS SECURITY IS NOT TRANSFERABLE EXCEPT IN ACCORDANCE WITH THE
RESTRICTIONS DESCRIBED HER’!EIN‘ EACH TRANSFEROR OF THIS SECURITY AGREES
TO PROVIDE NOTICE OF THE TRANSFER RESTRICTIONS SET FORTH HEREIN AND IN
THE PROSPECTUS TO THE TRANSFEREE.

The purchaser understands that no transfer of a Share will be effective, and the Company will not
recognise any such transfer to a Benefit Plan Investor that is subject to Title 1 of ERISA or
Section 4975 of the Code as more fully set forth in “ERISA Considerations™ above.

The Shares may only be offered (i) in the United States to persons reasonably believed to be “Accredited

Investors™

" (as such term is defined in Rule 501 of the Securities Act) or “Qualified Institutional Buyers” (as

such term is defined in Rule 144A of the Sedurities Act) that in each case are also “Qualified Purchasers™ or

“Knowledgeable Employees’™

| . . .
(as such terms are defined in the Investment Company Act) and (ii) outside

the United States to investors that are not U.S. Persons in offshore transactions pursuant to Regulation S.
Initial purchasers ot the Shares will be requared to make the representations and agreements set forth under

“Transfer Restrictions™

and “ERISA Considerations” herein. A Shareholder may only sell, transfer, assign,

pledge, or otherwise dispose of its Shares within the United States to transferees that are Accredited

Investors or Qualified Institutional Buyers,

n reliance on the exemption from the registration requirements
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of the Securities Act provided by Rule 144A or pursuant to another exemption from, or in a transaction not
subject to, the registration requirements of the Securities Act and that are, in each case, also Qualified
Purchasers or Knowledgeable Employees, or outside the United States to transferces that are not
U.S. Persons pursuant to Regulation S. See “Transfer Restrictions’ above.

Certificates

Save in respect of initial purchasers who are Qualified Institutional Buyers, each initial purchaser of Shares
who is a U.S. Person and each U.S. Person who acquires Shares from another U.S. Person (other than
pursuant to a bona fide market purchase on Euronext Amsterdam) is required to hold Shares in certificated
form.
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CONSOLIDATED FINANCIAL INFORMA!

PART IX

ITON FOR THE PERIOD ENDED 31 DECEMBER 2004

The consolidated financial information contained in this Part 1X is derived from audited financial statements

for the period ended 31 December 2004. Euroc

contain Eurocastle’s audited financial statements

together with relevant accounting policies and

financial information has been derived from the

period ended 31 December 2003: Balance sheet

{page 72), Accounting Policies and Explanaton

(page 73). This information, which has been file

the Financial Services Authority (25 North Cola

reference.

Basis of financial information

The financial information set out below has
consolidated financial statements of the Company
of the Company are prepared under Internationa

The information set out below does not ¢

(Guernsey) Law 1994, The auditors of the Comp

LLP.

Independent Auditors’ Report

To the Members of Eurocastle Investment I

astle’s Initial Public Offering prospectus, dated 24 June 2004,
for the financial period ended 31 December 2003 under 1IFRS
notes and the independent auditor’s report. In particular the
following sections of the audited financial statements for the
(page 71), Income Statement (page 70), Cash Flow Statement

Notes (pages 74-78) and Statements of Changes in Equity
d with, and can be found at, the Document Viewing Facility of
nnade, London E14 SHS). is incorporated into this Part 1X by

been extracted, without material adjustment, from the audited
for the year ended 31 December 2004. The financial statements
1 Financial Reporting Standards (IFRS).

nstitute statutory accounts within the meaning of Companies
any for the year ended 31 December 2004 were Ernst & Young

Limited

We have audited the group’s financial statements for the year ended 31 December 2004 which comprise the
Consolidated Income Statement, Consolidated Balance Sheet, Consolidated Statement of Cash Flows,

Consolidated Statement of Changes in Equity an
prepared on the basis of the accounting policies

This report is made solely to the company
Companies {Guernsey) Law 1994, Our audit wor

members those matters we are required to state
fullest extent permitted by law, we do not accept
the company’s members as a body, for our audi

1 the related notes 1 to 22. These financial statements have been
set out therein.

's members, as a body, in accordance with Section 64 of the
k has been undertaken so that we might state to the company’s
o them in an auditors’ report and for no other purpose. To the
or assume responsibility to anyone other than the company and
!t work, for this report, or for the opinions we have formed.

Respective Responsibilities of Directors and Aubitors

The directors are responsible for preparing the Annual Report, including the financial statements which are
required to be prepared in accordance with applicable Guernsey law and International Financial Reporting

Standards.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements, United Kingdom Auditing Standards and the Listing Rules of the Financial Services Authority.

We report to you our opinion as to whether t

he financial statements give a true and fair view and whether the

financial statements have been properly prepared in accordance with the Companies (Guernsey) Law 1994, We

e S . |
also report to you if, in our opinion, the Directo

company has not kept proper accounting records,
require for our audit, or if information specified

We read other information contained in the
audited financial statements.

This other information comprises the Dire
implications for our report if we become aware
the financial statements.

Our responsibilities do not extend to any o

rs’ Report is not consistent with the financial statements, if the
if we have not received all the information and explanations we
by law or the Listing Rules is not disclosed.

Annual Report and consider whether it is consistent with the

ctors” Report and the Chairman’s Statement. We consider the
of any apparent misstatements or material inconsistencies with

her information.
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Basis of Audit Opinion

We conducted our audit in accordance with United Kingdom Auditing Standards issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. It also includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the group’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or other irregularity or error. In forming
our opinion we also evaluated the overall adequacy of the presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the group as at
31 December 2004 and of the profit of the group for the year then ended and have been properly prepared in
accordance with the Companies (Guernsey) Law 1994,

Emst & Young LLP
Registered Auditor
London

9 March 2005
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Eurocastle Investment Limited and Subsidiar

Consolidated Income Statement

8 Angust
2003
Year Ended (Formation Date)
31 December to 31 December
Notes 2004 2003
€°000
Operating Income
Interest income 23,902 50
Rental income 344 —
Realised gain on securities portfolio contract 15 4,141 611
Loss on foreign curency translation (613) —
Realised gain on disposal of available-for-sale securities 1,356 —
Total operating income 29,130 661
Operating Expenses
Interest expense 13,663 —
Property operating expenses 33 —
Other operating expenses { 3 3.403 759
Total operating expenses 17,099 759
Net profit (loss) 12,031 (98)
Earnings per Ordinary Share (adjusted for share consolidation)
Basic 12 0.79 (0.01)
Diluted 12 0.78 (0.0
Weighted Average Ordinary Shares outstanding (adjusted for
share consolidation)

Basic 12 15,214,818 11,857,670
Diluted 12 15,495,783 11,857,670

See notes to the ¢

onsolidated financial statements.
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Eurocastle Investment Limited and Subsidiaries

Consolidated Balance Sheet

Assets

Cash and cash equivalents

Restricted cash

Securities portfolio contract

Asset backed securities, available-for-sale (includes cash to be invested)

Real estate related loans

Investment properties

Other assets

Total assets

Equity and Liabilities

Capital and Reserves

Issued capital, no par value, unlimited number of shares authorised,
18,463,670 shares issued and outstanding at 31 December 2004
(11,857,670 at 31 December 2003, adjusted for share consolidation)

Net unrealised gain on available-for-sale securities and hedge instruments

Accumulated profit (loss)
Total equity

Minority Interests
Liabilities

CDO bonds payable
Bank borrowings

Repurchase agreements
Trade and other payables

Total liabilities
Total equity and liabilities

31 December

31 December

Notes 2004 2003
€000

10.293 1,690

2,812 —_

15 — 57,611
4 1264484 —
5 21.938 —
7 318,514 —
6 9,578 316
1.627,619 59,617

13 192,709 59,027
4,16 7317 —
6,394 (98)

206,420 58,929

2 _

8 347,877 —
9 608,849 —
10 197,584 —
11 266,887 638
1,421,197 638
1,627,619 59,617

See notes to the consolidated financial statements.
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Eurocastle Investment Limited and Subsidiaries

Consolidated Statement of Cash Flows

Cash Flows from Operating Activities

Net profit (loss)

Adjustments for:

Unrealised gain on securities portfolio contract
Unrealised gain on foreign currency contracts
Accretion of discounts on securities
Amortisation of borrowing costs

Gain on disposal of available-for-sale securities
Gain on securities portfolio contract

Shares granted to Directors

Net change in operating assets and liabilities:
Increase in restricted cash

Increase in other assets

Increase in trade and other payables

Net cash flows from (used in) operating activities
Cash Flows from Investing Activities |
Purchase of investient property

Securities portfolio contract deposit paid
Proceeds on securities portfolio contract deposit
Purchase of available-for-sale securities/loans
Proceeds from sale of available-for-sale securitie
Repayment of security principal

78

Net cash flows used in investing activities

Cash Flows from Financing Activities
Proceeds from issuance of ordinary shares
Costs related to issuance of ordinary shares
Issuance of bonds

Borrowings under repurchase agreements
Proceeds from bank borrowings

Payment of deferred financing costs
Dividends paid to shareholders

Net cash flows from financing activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

8 August

2003

Year Ended (Formation Date)
31 December to 31 December
2004 2003

€000

12,031 (98)

— (611)

(275) —
(791) -

225 —
(1,356) —
(4,141) —

72 —
(2,812) —
(8,272) (113
9,223 688
3,904 (134)
(315,589) —_
(59.000) (57,000)
120,752 —
(1,082,650) —
39,667 _
19.363 —
(1,277,457 (57,000)
138.488 59,288
(4,878) (261)
347,658 —
197,584 —
608,843 —
— (203)
(5,539) —
1,282,156 58,824
8,603 1,690
1,690 —
10,293 1,690
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Eurocastle Investment Limited and Subsidiaries

Consolidated Statement of Changes in Equity

Issued Capital

Ordinary Shares

(Adjusted for Net
Share Unrealised Hedging  Accumuiated Total
Consolidation) Amount Gains Reserves Profit (Loss} Equity
€000 €000 €000 €000 €000
At 8 August 2003 (Date of
Formation) — — e — — —
Issuance of ordinary shares 11,857.670 59,288 — — — 59,288
Costs related to issuance of
ordinary shares — (261) — — — (261)
Net loss — — — — (98) (98)
At 31 December 2003 11,857,670 59,027 — - (98) 58,929
At 1 January 2004 11,857,670 59,027 — —_— — 58,929
Second capital call on existing
shares — 59,288 — — — 59,288
Issuance of ordinary shares on
IPO 6,600,000 79,200 — —— — 79,200
Costs related to issuance of
ordinary shares on IPO — (4.878) — — — (4.878)
Issuance of ordinary shares to
Directors 6.000 72 _— — — 72
Net unrealised gain on available-
for-sale securities — — 6,604 — — 6,604
Net unrealised gain on hedge
instruments — — — 713 — 713
Dividends paid — e — — (5,539) (5.539)
Net profit — — — — 12,031 12,031
At 31 December 2004 18,463,670 192,709 6,604 713 6,394 206,420




Eurocastle Investment Limited and Subsidiar;

Notes to Consolidated Financial Statements

BACKGROUND

Eurocastle Investment Limited (the “Con
8 August 2003 and commenced its operatio

1es

npany’’) was incorporated in Guernsey, Channel Islands on
ns on 21 October 2003. The principal activities of the Company

include the investing in, financing and managing of European real estate related asset backed securities and

other European real estate related assets. The Directors consider the Company to operate in three business

segments, being other asset backed securn

investment properties, and one geographica

i
ties and real estate securities, real estate related loans, and

| segment, being Europe.

The Company is externally managed by its manager, Fortress Investment Group LLC (the “Manager™). The

Company has entered into a management
Manager advises the Company on various
subject to the supervision of the Company’s
its services, the Manager receives an annual
and incentive compensation further below.

In October 2003, the Company issued 118
investors at a price of €1 per share. Pursuan

agreement (the “Management Agreement’™) under which the
aspects of its business and manages its day-to-day operations,
Board of Directors. The Company has no direct employees. For
management fee (which includes a reimbursement for expenses)
The Company has no ownership interest in the Manager.

576,700 ordinary shares through a private offering to qualified
to a written resolution of the Company dated 18 June 2004, the

shareholders resolved to receive one share in exchange for every ten shares previously held by them.
Immediately following this resolution, the Manager and its employees held 1,356,870 ordinary shares. In
June 2004, the Company issued 6,600,000 ordinary shares in its initial public offering at a price of

€12.00 per share, for net proceeds of €74.3 million.

SUMMARY OF SIGNIFICANT ACCOU
Statement of Compliance

The consolidated financial statements of the
Financial Reporting Standards (IFRS), wk
International Accounting Standards Board

NTING POLICIES

Company have been prepared in accordance with International
ich comprise standards and interpretations approved by the
(IASB), and International Accounting Standards and Standing

Interpretations Committee interpretations approved by IASB’s predecessor, the International Accounting
Standards Committee, that remain in eff:ectA In preparing financial statements, the same accounting
principles and methods of computation are|applied as in the financial statements as at 31 December 2003
and for the period then ended. The consolidated financial statements are presented in euros, the functional
currency of the Company, because the Company conducts its business predominantly in euros.

Basis of Preparation

The consolidated financial statements are prepared on a fair value basis for derivative financial instruments,
investment property, financial assets and ]llabilities held for trading, and available-for-sale assets. Other
financial assets and liabilities and non-financial assets and liabilities are stated at amortised or historical cost.

Early Adoption of International Financial Reporting Standards

The Company has resolved to early adopt the revision to 1AS 40 Investment Properties in 2004.

Basis of Consolidation

rise the financial statements of Eurocastle Investment Limited
ecember 2004,

The consolidated financial statements comp
and its subsidiaries for the year ended 31 [

Subsidiaries are consolidated from the date on which control is transferred to the Company and cease to be

consolidated from the date on which control is transferred from the Company.

At 31 December 2004, the Company's s
Limited (“EFL™), a limited company in
Eurocastle CDO 11 PLC (*CDO II"") and
incorporated in Ireland. The ordinary share

1bsidiaries consisted of its investment in Eurocastle Funding
-orp()rated in Ireland, Eurocastle CDO I PLC (“CDO J7),
Eurocastle CDO Il PLC (*CDO 1I™), all limited companies
capital of EFL is held by outside parties and has no associated

voting rights. The Company retains contro!ﬁ over EFL through its rights as the sole beneficial holder of
secured notes issued by EFL. In accordance with the Standing Interpretations Committee Interpretation 12
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Consolidation —— Special Purpose Entities, the Company consolidates CDO 1, CDO 1I and CDO 111 as it
retains control over these entities and retains the residual risks of ownership of these entities.

Eurocastle acquired its investment properties through two German limited liability companies, Longwave
Acquisition GmbH (“Longwave’) and Shortwave Acquisition GmbH (“Shortwave”) which are held
through two Luxembourg companies (Eurobarbican and Luxgate), set up as sociétés a responsabilité limitée.
Longwave and Shortwave each own German companies which hold one or several of the investment
properties. These companies were established as special purpose vehicles limited to holding the single or
multiple real estate investment properties acquired at the end of December 2004. Longwave has
60 subsidiaries and Shortwave has 2 subsidiaries. Luxgate owns all of the ordinary share capital of
Eurobarbican which in turn owns all of the share capital of Longwave and Shortwave. Also see Note 19.

Financial Instruments
Classification

Financial assets and liabilities held for trading are those instruments that the Company principally holds for
the purpose of short-term profit taking. These include securities portfolio contracts and forward foreign
exchange contracts that are not designated as effective hedging instruments.

Available-for-sale assets are financial assets that are not held for trading purposes, originated by the
Company, or held to maturity. Available-for-sale instruments include real estate and other asset backed
securities.

Recognition

The Company recognises financial assets held for trading and available-for-sale assets on the date it commits
to purchase the assets (trade date). From this date any gains and losses arising from changes in fair value of
the assets are recognised.

A financial liability is recognised on the date the Company becomes party to contractual provisions of the
instrument.

Measurement
Financial instruments are measured initially at cost. including transaction costs.

Subsequent to initial recognition all trading instruments and available-for-sale assets are measured at fair
value.

All financial assets other than trading instruments and available-for-sale assets are measured at amortised
cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums and
discounts, including initial transaction costs, are included in the carrying amount of the related instrument
and amortised based on the effective interest rate of the instrument.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet date without
any deduction for transaction costs. 1If a quoted market price is not available, the fair value of the instrument
is estimated using pricing models or discounted cash flow techniques, as applicable.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s
best estimates and the discount rate is a market related rate at the balance sheet date for an instrument with
similar terms and conditions. Where pricing models are used, inputs are based on market related measures at
the balance sheet date.

The fair value of derivatives that are not exchange traded is estimated at the amount that the Company would
receive or pay to terminate the contract at the balance sheet date taking into account current market
conditions and the current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of trading instruments are recognised directly in the
income statement. Gains and losses arising from a change in the fair value of available-for-sale securities are
recognised directly in equity until the investment is derecognised (sold, collected, or otherwise disposed of)
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or impaired, at which time the cumulative
income statement for the period.

Derecognition

A financial asset is derecognised when the

cain or loss previously recognised in equity is included in the

Tompany loses control over the contractual rights that comprise

that asset. This occurs when the rights are realised, expire or are surrendered. A financial liability is

derecognised when it is extinguished.

Assets held for trading and available-for-g
receivables from the buyer for the payment
assets. The Company uses the specific identi

Impairment

Financial assets are reviewed at each balanc
impairment. If any such indication exists, the
difference between the net carrying value of
is recognised in the income statement.

Securities and loans are considered to be im

ale assets that are sold are derecognised and corresponding
are recognised as of the date the Company commits to sell the
fication method to determine the gain or loss on derecognition.

e sheet date to determine whether there is objective evidence of
asset’s recoverable amount is estimated. Impairment loss is the
an asset and its recoverable amount. Any such impairment loss

paired. for financial reporting purposes, when it is probable that

the Company will be unable to collect all principal or interest when due according to the contractual terms of

the original agreements, or, for securities
determines that it is probable that it will
impairment an allowance is established base
a discounted cash flow analysis.

Hedge accounting

Where there is a hedging relationship betwe:
hedging instrument is measured at fair value
in the same way as the fair value of trading

or loans purchased at a discount for credit losses, when it
be unable to collect as anticipated. Upon determination of
d on the recoverable amount of the underlying investment using

en a derivative instrument and a related item being hedged, the
. The fair value of a derivative hedging instrument is calculated
instruments (refer to accounting policy above).

.Where a derivative financial instrument hed

ges the exposure to variability in the cash flows of recognised

o . sy, . ! . . . .
—assets or liabilities, the effective part of any gain or loss on remeasurement of the hedging instrument is
recognised directly in equity. The ineffectjvet part of any gain or loss is recognised in the income statement.

The gains or losses that are recognised in equity are transferred to the income statement in the same period
in which the hedged firm commitment affects the net profit and loss.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash a
maturity of three months or less.
Restricted Cash

Restricted cash comprises margin account
forward foreign exchange contracts, as wel
reserve for future trustee expenses. As such

Investment Properties

Investment properties comprise land and bui
and/or for capital appreciation is categorised
of December 2004 has been recognised at co

t banks and in hand and short-term deposits with an original

balances held by derivative counterparties as collateral for
as cash held by the trustees of the CDO I securitisation as a
these funds are not available for use by the group.

dings. In accordance with IAS 40, property held to earn rentals
as investment property. Investment property acquired at the end
st, being the fair value of the consideration given, including real

estate transfer taxes, professional advisory fees and other acquisition costs. After initial recognition,
investment properties are measured at fair value, with unrealised gains and losses recognised in the

consolidated income statement. Fair values
line with the initial cost of the properties in
from changes in value has been brought to

The value of investment properties incorp
finance or operating leases. An associated li

for the properties have been assessed by the Company to be in
cluding acquisition costs, and as such, no profit or loss arising
account in the current period.

rates five properties which are held by the Company under
ability is recognised at an amount equal to the fair value of the
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leased property or, if lower, the present value of the minimum lease payments, determined at the inception of
the lease.

Fair values for all investment properties have been determined by reference to the existing rental income and
operating expenses for each property and the current market conditions in each geographical market. Fair
values also incorporate current valvation assumptions which are considered reasonable and supportable by
willing and knowledgeable parties.

Deferred Financing Costs

Deferred financing costs represent costs associated with the issuance of financings and are amortised over
the term of such financing using the effective interest rate method.

Interest-Bearing Loans and Borrowings

All loans and borrowings, including the Company’s repurchase agreements, are initially recognised at cost,
being the fair value of the consideration received net of issue costs associated with the borrowing.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost
using the effective interest rate method. Amortised cost is calculated by taking into account any issue costs,
and any discount or premium on settlement.

Minority Interests

Minority interests represent interests held by outside parties in the Company’s consolidated subsidiaries.

Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured.

RV

Interest income and expenses are recognised in the income statement as they accrue, taking into af:%ount the
effective yield of the asset/liability or an applicable floating rate. Interest income and expense include the
amortisation of any discount or premium or other differences between the initial carrying amount of an
interest-bearing instrument and its amount at maturity calculated on an effective interest rate basis.

Rental income is recognised on an accruals basis.

Income Tax

The Company is a Guernsey, Channel Islands limited company. No provision for income taxes has been
made. The Company’s Irish subsidiaries, EFL, CDO I, CDO HI and CDO 11 are Irish registered companies
and are structured to qualify as securitisation companies under section 110 of the Taxes Consolidation Act
1997. It is envisaged that these companies will generate minimal net income for Irish income tax purposes
and no provision for income taxes has been made for these companies.

The Company’s German subsidiary companies, Longwave and Shortwave, are subject to German income tax
on income arising from its investment properties, after the deduction of allowable debt financing costs and
other allowable expenses. The net income attributable to the subsidiaries for the year ended 31 December
2004 was de minimis and, therefore, no provision has been made.

Foreign Currency Translation

Transactions in foreign currencies are recorded at the rate ruling at the date of the transactions. Monetary
assets and liabilities denominated in foreign currencies are re-measured at the rate of exchange ruling at the
balance sheet date. All differences are taken to the income statement. Non-monetary assets and liabilities
denominated in foreign currencies, if any, are translated at the historical exchange rate and all differences are
recognised in equity.
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3 OTHER OPERATING EXPENSES

Year Ended
31 December

8 August
2003

(Formation Date)
to 31 December

2004 2003
€000
Professional fees 764 484
Management fees (Note 14) 2,180 257
Other 459 18
3,403 759
4 AVAILABLE-FOR-SALE SECURITIES
The following is a summary of the Company’s available-for-sale securities at 31 December 2004.
Gains
Unrealised Weighted Average
Current
Face Amortised Carrying S&P Maturity
Amount Cost Rate Gains Losses Value Rating Coupon Yield (Years)
€000
Portfolio 1
CMBS 177,069 76,867 1.522 79y 178310 BBB+ 4.01% 4.03% 3.65
Other ABS 215,177 214,051 2,576 (290y 216,337 BBB+ 386% 4.24% 4.00
392.246 590.918 4,098 (369) 394647 BBB+ 3.93% 4.16% 3.84
Portfolio 11 ‘
CMBS 95,035 94,468 630 (3%) 95,060 BBB- 4.239% 4.231% 481
Other ABS 76,356 76,570 575 e 77.145 BBB 3.86% 3.82% 5.68
171.391 71,038 1,205 (38) 172,205 BBB 407%  4.09% 5.20
Portfolio 111
CMBS 121,232 21,505 1.079 204y 122,380 BBB+ 4.62% 4.51% 3.80
Other ABS 97.550 96,398 878 (175) 97.101 BBB+ 4.24% 4.77% 3.32
218,782 217.903 1957 (379) 219481 BBB+ 4.45% 4.63% 3.59
Total Portfolios 782,419 ”/79.859 7.260 (786) 786,333 BBB+ 4.11% 4.28% 4.07
Other Securities I
CMBS 131,472 130,630 300 417y 130513 AA- 3.32% 3.63% 2.26
Other ABS 83.928 l 84,187 273 (26) 84.434 A+ 3.04% 2.96% 4.89
215,400 i]4,8|7 573 (443) 214,947 AA- 321% 337% 329
997,819 994,676 7,833 (1.229) 1,001,280 BBB+ 391% 4.08% 3.90
Short-Term Investments ! '
Asset backed commercial paper 255,073 254,051 — — 254051 A-1+ nfa 213% 0.19
Total 1,252,892 J,‘|248,727 7,833 (1,229) 1,255.331
Restricted Cash 9,153
Total Asset Backed Securities
(including cash to be invested)

CMBS — Commercial Mortgage Backed Securities
Other ABS — Other Asset Backed Securities

The Carrying Value in the table above inc

pending its reinvestment in additional CMB

The securities within Portfolio 1 are encumb

1.264,484

udes restricted cash of €9.153 million included in Portfoho I
S and other ABS.

ered by the CDO | securitisation (Note 8). The securities within

Portfolio 1 and Portfolio 111 are encumbered by the borrowings under the warehouse credit facilities for CDO 1
and CDO 111 described in Note 9. Most of the securities categorised as other above were subject to repurchase
agreements described in Note 10 as at 31 December 2004.
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Net unrealised gains on available-for-sale securities and hedge instruments recognised in the statement of
changes in equity were as follows:

€000
Unrealised gains on available-for-sale securities 7,833
Unrealised losses on available-for-sale securities (1,229)
Unrealised gain on hedge instruments (Note 16) 7,317
REAL ESTATE LOANS
Current Gain's Weighted Average
Face Amortised _ Unrealised Carrying S&P Maturity
Amount  Cost Rate Gains Losses Value Rating Coupon Yield (Years)
€000
Real estate loans 22.165 21.938 — — 21,938 NR 8.35% 8.44% 5.88

OTHER ASSETS

31 December 31 December

2004 2003
€000

Interest receivable 7.800 —
Rent receivable 344 —
Deferred financing costs 217 203
Prepaid insurance 227 111
Derivative assets 990 —
Other assets — 2
9,578 316

Deferred financing costs represent costs associated with the issuance of a collateralised debt obligation and
will be offset against the proceeds of the issuance.

INVESTMENT PROPERTIES

The table below shows the items aggregated under investment property in the consolidated balance sheet:

Freehold
Land & Leasehold
Buildings Property Total
€000
At 1 January 2004 — — —
Additions 303,480 15,034 318,514
At 31 December 2004 303,480 15,034 318,514

The investment property portfolio consists of 96 office and retail assets located throughout metropolitan and
regional Germany, predominantly in western Germany. The properties were acquired from Deutsche Bank,
which remains the largest occupant of the portfolio, occopying approximately 52% of the portfolio by area.
Deutsche Bank’s weighted average unexpired lease term is 7.2 years.
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A summary of the location and proportiona

Location

Nordrhein-Westfalen
Baden-Wiirttemberg
Hesse

Lower Saxony
Bayemn
Rhineland-Palatinate
Saxony-Anhalt
Thuringia

Saxony
Schieswig-Holstein
Hamburg

Bremen
Mecklenburg-West Pomerania
Brandenburg

The value of investment properties incorp
finance or operating leases. An associated li

te value of each property in the portfolio is as follows:

Number of Proportionate
Properties Value

30 33.71%

20 23.91%

9 8.56%

8 9.66%

7 7.30%

6 4.54%

3 4.45%

5 2.68%

2 1.63%

1 1.33%

| 0.99%

1 0.43%

2 0.51%

1 0.30%

96 100.00%

orates five properties which are held by the Company under
ability is recognised at an amount equal to the fair value of the

leased property or, if lower, the present value of the minimum lease payments, determined at the inception of

the lease.
Lease arrangements over the land on whick

ranging from 10 years to 86 years.

Schedule of Minimum Lease Payments U

Under 1 year
From 2 to 5 years
More than 5 years
Total

The total minimum value receipts under nor
out below.

Schedule of Minimum Lease Receipts Un

Under 1 year
From 2 to 5 years
More than 5 years

Total

BONDS PAYABLE
CDO Bonds

Class

A and B Notes
None of the CDO bonds are due to be repad

!

the five investment properties are built have unexpired terms

nder Finance and Operating Leases

Total Present

Value Value
€000

241 222

1,021 760

28,638 1,943

29,900 2,925

-cancellable sub-leases at the balance date is €5,426,000 as set

der Sub-Leases

Total Present
Value Value
€000
1,255 1,150
2915 2,273
1,256 623
5,426 4,046
Weighted Weighted
Current Average ' Average
Face Carrying Cost of Maturity
Rating Amount Amount Financing (in years)
€000
AAA/AA 351,000 347,877 2.777% 7.30

id within one year of the balance sheet date.




9 BANK BORROWINGS

Bank borrowings comprises:

31 December 31 December
2004 2003

€000
Warehouse borrowings (Note 9.1) 350,843 —
Term financing (Note 9.2) 244,006 —
Revolving credit facility (Note 9.3) 14,000 —
608,849 —

The amounts drawn under the revolving credit facility (€14,000,000) and the warehouse borrowing facility
(€350,843,000) are due for repayment within one year of the balance sheet date.

9.1 Warehouse Borrowings

In July 2004, through its subsidiaries CDO 11 and CDO 111, the Company exercised its option to
purchase securities under a securities portfolio contract for an aggregate purchase price of
approximately €77.5 million. The Company financed the purchase price through a revolving credit
facility arrangement with a major investment bank, whereby the securities purchased, along with any
additional securities to be acquired, are financed and held in a custody account by the bank. The
Company is using this credit facility as a means of accumulating securities intended to be used in
future securitisation transactions. The Company currently anticipates completing the securitisations in
the near term.

The terms of the credit facility provide for interest to be calculated with reference to floating rate
benchmarks (i.e. Euribor or Sterling Libor) plus 75 basis points. The weighted average financing cost
was 2.89% at 31 December 2004.

9.2  Term Financing for Investment Properties

On 23 December 2004, in order to finance the acquisition of investment properties certain of the
Company’s subsidiaries entered into a €246.5 million term loan facility with a major real estate
lending bank. The facility is secured in the customary manner for German real estate lending, granting
security over, fnter alia, all the real estate purchased as well as over rental streams and bank accounts.
The term of the facility is 8.3 years with final maturity in April 2013. The interest rate on the loan is
Euribor + 1.18% p.a., payable quarterly.

9.3 Revolving Credit Facility

In December 2004, the Company entered into a revolving €35 million credit facility with a major
investment bank as a means of securing access to temporary working capital. The facility is secured
over receivables flowing from CDO 1, CDO 11, CDO 111 and EFL and with security assignments of the
Company’s rights under its management agreement with Fortress Investment Group LLC. The facility
contains a number of financial covenants including a maximum leverage ratio and a minimum interest
cover ratio. The interest rate on drawn amounts is Euribor + 2.5% p.a., while on undrawn amounts the
commitment fee is 0.5% p.a.

10 REPURCHASE AGREEMENTS

In 2004, the Company’s consolidated subsidiary EFL entered into master repurchase agreements with
certain major investment banks to finance the purchase of available-for-sale securities. EFL’s obligations
under those agreements are guaranteed by the Company. The terms of the repurchase agreements provide for
interest to be calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) which
resets or rolls monthly or quarterly, with the corresponding security coupon payment dates, plus an
applicable spread.

The Company’s carrying amount and weighted average financing cost of these repurchase agreements was
approximately €197.6 million and 2.35%, respectively at 31 December 2004.
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11

12

13

14

TRADE AND OTHER PAYABLES

Unsettled security purchases
Security deposit

Finance and operating lease payable
Interest payable

Accrued expenses

Due to affiliates-Manager

Other payables

31 December 31 December
2004 2003

€060

254,051 —
5,000 ‘ —
2,925 —
2,283 —
2,264 307
237 381

127 —

266,887 688

The unsettled security purchase of €254.0 myllion relates to the purchase of commercial paper bonds, which

settled on 6 January 2005.

EARNINGS PER SHARE

Basic earnings per share is calculated by di\lziding net profit (loss) available to ordinary shareholders by the

weighted average number of ordinary share

Diluted eamings per share is calculated by d

s outstanding during the period.

viding net profit (loss) available to ordinary shareholders by the

weighted average number of ordinary shares outstanding plus the additional dilutive effect of potential

ordinary shares during the period.

The Company’s potential ordinary shares d
option plan.

uring the period were the share options issued under its share

There have been no other transactions involving ordinary shares or potential ordinary shares since the
reporting date and before the completion of the financial statements.

The following is a reconciliation of the weig
basis.

hted average number of ordinary shares outstanding on a diluted

8 August

2003

(Formation Date)
to 31 December

Year Ended
31 December

2004 2003
Weighted average number of ordinary shares outstanding, basic 15.214,818 11,857,670
Dilutive effect of ordinary share options 280,965 —
Weighted average number of ordinary shares outstanding, diluted 15,495,783 11,857,670

SHARE CAPITAL

The Company was registered in Guemsey| on 8 August 2003 under the provisions of the Companies

(Guemsey) Law 1994 (as amended). On 21 |October 2003, the Company issued 118,576,700 shares at €1.00
each. Pursuant to a written resolution of tl?e Company dated 18 June 2004 the Shareholders resolved to
receive one share for every ten shares previously held by them. In June 2004, through its initial public

offering, the Company issued 6,600,000 ord:inary shares to institutional investors at a price of €12 each. At

the same time. the Company issued 5,000 shares to Paolo Bassi and 1,000 shares to Keith Dorrian in their

capacity as Directors of the Company. The

shares issued to the Directors were issued with nil proceeds.

Under the Company’s Articles of Association, the Directors have the authority to effect the issuance of

additional ordinary shares or to create new

classes of shares as they deem necessary.

MANAGEMENT AGREEMENT AND RELATED PARTY TRANSACTIONS

The Company entered into the Management
of ten years from August 2003 with autom

IAgreement with the Manager, which provides for an initial term
atic three year extensions, subject to certain termination rights.

The Management Agreement may be terminated by the Company upon expiry of the initial term of
ten years, or on each three year anniversary thereof in certain circumstances if a majority of shareholders
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agree. In these circumstances, a termination fee is payable equal to the amount of management fees earned
by the Manager during the twelve consecutive calendar months immediately preceding the termination. The
Company may also terminate the Management Agreement in 60 days’ notice without payment of a
termination fee in the event of fraud, misappropriation of funds, gross negligence or wilful violation by the
Manager. In addition, upon termination by either party (including for cause), the Company shall be entitled
to purchase the Manager’s right to receive incentive compensation from the Manager for a cash purchase
price equal to its fair market value (as determined by independent appraisal to be conducted by an appraisal
firm recognised in the United States and mutually agreed upon by the Company and the Manager) or
otherwise shall continue to pay the incentive compensation to the Manager following termination or
expiration of the Management Agreement, which payments could continue for an indefinite period of time.
In addition, if the Company does not elect to purchase the Manager’s right to receive incentive
compensation, the Manager will have the right to require the Company to purchase the same at the price
described above. Pursuant to the Management Agreement, the Manager, under the supervision of the
Company's Board of Directors, will formulate investment strategies, arrange for the acquisition of assets,
arrange for financing, monitor the performance of the Company’s assets and provide certain advisory,
administrative and managerial services in connection with the operations of the Company. For performing
these services, the Company will pay the Manager an annual fee (payable monthly in arrears) of 1.5% of the
gross equity of the Company (as defined in the Management Agreement).

The Management Agreement provides that the Company will reimburse the Manager for varions expenses
incurred by the Manager or its officers, employees and agents on the Company’s behalf, including the cost
of legal, accounting, tax, auditing. administrative and other similar services rendered for the Company by
providers retained by the Manager or, if provided by the Manager’s employees. in amounts which are no
greater than those that would be payable to external professionals or consultants engaged to perform such
services pursuant to agreements negotiated on an arms-length basis. Such expenses have been included in
the Consolidated Income Statement.

To provide an incentive for the Manager to enhance the value of the Company’s ordinary shares, the
Manager is entitled to receive incentive compensation on a cumulative, but not compounding, basis in an
amount equal to the product of (A) 25% of the euro amount by which (1) funds from operations (“FFO”) of
the Company before the incentive compensation per ordinary share, exceeds (2) an amount equal to (a) the
weighted average of the price per ordinary share in any offerings by the Company (adjusted for any prior
capital dividends or distributions) multiplied by (b) a simple interest rate of eight% (8%) per annum
multiplied by (B) the weighted average number of ordinary shares outstanding during such period.

FFO is used to compute the Company’s incentive compensation to the Manager. FFO, for these purposes,
represents net income (computed in accordance with International Financial Reporting Standards), plus
depreciation and amortisation on real estate property (and excluding accumulated depreciation and
amortisation from the computation of gain or loss on sold real estate property), after adjustments for
unconsolidated partnerships and joint ventures (calculated to reflect FFO on the same basis).

At 31 December 2004 and 31 December 2003, management fees and expense reimbursements of
approximately €0.2 million and €0.4 million, respectively, were due to the Manager.

Keith Dorrian and Paolo Bassi each currently receive €30,000 per annum payable semi-annually in equal
instalments. Wesley R. Edens does not receive any remuneration from the Company.

As stated in Note 13, the Company issued 5,000 shares to Paolo Bassi and 1.000 shares to Keith Dorrian in
June 2004 with nil proceeds. In addition, Paolo Bassi and Keith Dorrian will be issued 5,000 shares and
1,000 shares, respectively, in each case at each of the Company’s annual general meeting in 2005 and 2006,
subject to each being a Director of the Company on the relevant date.

FINANCIAL INSTRUMENTS
Derivative Financial Instruments — Securities Portfolio Contract

In November 2003, the Company entered into a securities portfolio contract with a major investment bank
(the “Bank’™) whereby the Bank purchased European commercial mortgage backed and other asset backed
securities, targeted to aggregate approximately €500 million, subject to the Company’s right, but not the
obligation, to purchase such securities from the Bank. The Company had paid a deposit to the Bank. In June
and July 2004, the Company exercised its right to purchase the securities. The tair value of the contract was
calculated as the value of the secarities purchased by the Bank, adjusted for the cost of funding the purchase
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of securities and any other applicable costs. The fair value of the contract as at 31 December 2003 was

approximately €57.6 million.

Risk Management

This section provides details of the Com

pany’s exposure to risk and describes the methods used by

management to control risk. The most important types of financial risk to which the Company is exposed are

market, credit, liquidity, interest rate and fo

Market Risk

The Company’s exposure to market risk is ¢
property investments. The investment port
Company’s prospectus relating to its 1PO.

The Company’s investment securities are p

reign currency risk.

omprised mainly of movements in the value of its security and
folios are managed within the parameters disclosed in the

redominantly floating rate and as such are valued based on a

market credit spread over Euribor and Libor benchmarks for euro and sterling denominated assets,

respectively. Increases in the credit spreads
net income or cash flow directly through t
securities, and therefore its ability to realise
ability to borrow and access capital.

Under the terms of the securities contract,

above such benchmarks may affect the Company’s net equity,
heir impact on unrealised gains or losses on available-for-sale
pains on such securities, or indirectly through their impact on its

the Company was exposed to market risk on the underlying

securities as, should the intended securitisation of such assets not be consummated, the Company would

have been required to either purchase the securities or pay the loss realised on the disposal up to the amount
i | . .

of any deposits made by the Company under the contract. less any interest earned on the deposits.

Credit Risk

The Company is subject to credit risk with
securities and loans.

The securities the Company invests in are g
one or more senior classes, but benefit from!
other form of credit support within a securit
1s sensitive to the performance of the unde
bear the first risk of default and loss.

The Company further minimises credit r
underlying credit quality of its holdings and
credit quality and yield on the investments.

The Company’s securities portfolio is di
diversification minimises the risk of capital
serve as collateral for its CDO financings
rating of approximately BBB+.

respect to its investments in real estate and other asset backed

enerally junior in right of payment of interest and principal to
the support of one or more subordinate classes of securities or
isation transaction. While the expected yield on these securities
rlying assets, the more subordinated securities are designed to

sk by actively monitoring its securities portfolios and the
where appropriate, repositioning its investinents to upgrade the

cersified by asset type, industry, location and issuer. This
loss. At 31 December 2004, the Company’s securities, which
and other borrowings, had an overall weighted average credit

The Company’s asset backed securities for sale portfolio was split between countries within Europe as

follows:

Country

United Kingdom
ltaly

Pan European
Germany

France

Other

Number of
Securities
31 December Face Value Location
2004  of Securities Split
€000
32 387,653 38.85%
15 255,941 25.65%
9 135,703 13.60%
11 101,578 10.18%
5 46,399 4.65%
11 70,545 7.07%
83 997,819 100.00%
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The Company’s hedging transactions using derivative instruments also involve certain additional risks such
as counterparty credit risk, the enforceability of hedging contracts and the risk that unanticipated and
significant changes in interest rates will cause a significant loss of basis in the contract. The counterparties to
the Company’s derivative arrangements are major financial institutions with investment grade credit ratings
with which the Company and its affiliates may also have other financial relationships. As a result, it is not
anticipated that any of these counterparties will fail to meet their obligations.

Liquidity Risk

The Company’s ability to execute its business strategy, particularly the growth of its investment portfolio,
depends to a significant degree on the Company’s ability to obtain additional capital.

The Company’s primary source of funds for liquidity consists of net cash provided by operating activities,
borrowings under loans and the issuance of debt and equity securities. The Company’s loans and debt
securities are generally secured directly over its assets. The Company expects that its cash on hand and cash
flow provided by operations will satisty its liquidity needs with respect to its current investment portfolio
over the next 12 months. The Company expects to meet its long-term liquidity requirements, specifically the
repayment of its debt obligations, through additional borrowings and the liquidation or refinancing of its
assets at maturity.

A significant portion of the Company’s investments are financed with collateralised debt obligations, known
as CDOs. If spreads for CDO liabilities widen or if demand for such liabilities ceases to exist, then the
ability to execute future CDO financings will be restricted. Proceeds from the sale of real estate and other
asset backed securities which serve as collateral for the Company's CDO financings, including gains
thereon, are required to be retained in the CDO structure until the related bonds are retired and are therefore
not available to fund current cash needs.

The Company’s real estate securities are financed long-term and their credit status is continuously
monitored; therefore, these investments are expected to generate a generally stable current return, subject to
interest rate fluctuations. The Company’s operating real estate is also financed long-term and primarily
leased to credit tenants with long-term leases and is therefore also expected to generate generally stable
current cash flows.

As described in Note 9.3, the Company has access to temporary working capital through a revolving
€35 million credit facility.

Interest Rate Risk

The Company’s primary interest rate exposures relate to its real estate and other asset backed securities,
loans and floating rate debt obligations, as well as its interest rate swaps. Changes in the level of interest
rates also can affect the Company’s ability to acquire securities and loans and its ability to realise gains from
the settlement of such assets.

The Company’s general financing strategy focuses on the use of match-funded structures, meaning that it
seeks to match the maturities of its debt obligations with the maturities of its investments to minimise the
risk that the Company will have to refinance its liabilities prior to the maturities of its assets, reducing the
impact of changing interest rates on its earnings. In addition, the Company match funds interest rates on its
investments with like-kind debt directly or through the use of interest rate swaps.

As of 31 December 2004, a 100 basis point increase in short-term interest rates would increase the
Company’s earnings by approximately €1 million per annum,

The weighted average interest rate on the fixed rate portion of the asset backed securities available-for-sale
portfolio shown in the table is 7.14%.

The fixed interest rate portion of the bank loan and the relating interest rate swap was 4.53%.
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The interest rate profile of the Company at{31 December 2004 and 31 December 2003 was as follows:
Total Per Non-Interest- . N
Consolidated Bearing Within 1 Year 1 to § Years Over 5 Years
Type Balance Sheet Assets Fixed  Variable Fixed  Variable Fixed  Variable
€000
Assets
2004
Cash and cash equivalents 10,293 — — 10,293 — — - —
Restricted cash 2,812 — — 2812 — — — —
Asset backed securities.
available-for-sale 1,264,484 — 11,502 356.264 45832 704,689 — 146,197
Real estate related loans,
available-for-sale 21,938 — — — — 7.165 — 14,773
Investment property 318514 318514 — — e — — —
Other assets 9.578 8,588 — 276 — — 714" —
1.627,619 327,102 11,502 369,845 45832 711.854 714 160,970
2003
Cash and cash equivalents 1,690 — — 1,650 — — — —
Securities portfolio contract 57.611 — — 57.611 e — — —
Other assets 316 | 316 — — — e — —
59,617 | 316 — 59301 — - — —
Liabilities
2004
CDO bonds payable 347,877 — — — — — — 347.877
Bank loans 608,849 — — 364,843 e — 210,000 34.006
Repurchase agreements 197.584 — — 197,584 — — — —
Trade and other payables 266,887 266,887 e — — — e —
1,421,197 266,887 — 562,427 e —  2§0.000 381.883
2003
Trade and other payables 688 688 — — — — — —
688 | 68 — — — — — —
Note:

(1) Net interest rate swap receivable related to the fixed €210 million portion of the term loan financing the investment properties.

Foreign Currency Risk

The Company’s primary foreign cumrencyj exchange rate exposures relate to jts sterling denominated
portfolio of securities and loans. Changes in the currency rates can adversely impact the fair values and
earnings streams of the Company’s non-euro denominated assets and liabilities. The Company has mitigated
this impact through a combination of (i) s!terling denominated financing and (ii) rolling forward foreign
exchange contracts to hedge its net sterling equity investment. At 31 December 2004, the net unrealised gain
on these contracts was approximately €0.28 million.

In connection with the Company’s purchase of its available-for-sale real estate and other asset backed
securities and real estate loans, the foreign currency risk is covered through forward foreign currency
exchange contracts.

The Company had net sterling assets as at 31 December 2004 of €3.93 million against forward foreign
exchange contracts of €35.2 million.

Fair Value of Financial Instruments

Fair value represents the amount at which an asset could be exchanged, or a lability settled, between

knowledgeable, willing parties in an arms lepgth transaction. Differences therefore can arise between values
under the historical cost method and fair value estimates. For those financial assets and liabilities which are

not already carried at fair value the fair vah%e is not considered to be materially different from the carrying
value as at 31 December 2004. The fair value of such financial assets and liabilities has been assessed using

the market prices and prevailing market rates.
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HEDGE ACCOUNTING — CASH FLOW HEDGES OF INTEREST RATE RISK

The Company’s policy is to hedge its exposure to interest rates and foreign currencies on a case by case
basis. Hedge accounting is only applied to cash flow hedges of interest rate risk exposures. Interest rate
swaps under which the Company pays a fixed rate and receives a floating rate have been used to hedge the
interest rate risk on floating rate long-term bank borrowing.

The gain on measurement at fair value of the interest rate swaps has been recognised in the statement of
changes in equity to the extent that the swap is effective.

The details of interest rate swaps entered into by the Company are as follows:

31 December 31 December
2004 2003
€000

Nominal amount 210,000 —
Pay rate 3.4% —
Receive rate 3 Month Euribor —
Remaining life 8.3 years —
Fair value 713 —

SHARE OPTION PLAN

In December 2003, the Company (with the approval of the Board of Directors) adopted a non-qualified share
option plan for officers, Directors, employees, consultants and advisers, including the Manager. In
December 2003, for the purpose of compensating the Manager for its successful efforts in raising capital for
the Company, the Manager was granted options representing the right to acquire 1,185,767 ordinary shares
at an exercise price of €10 per share (number of shares and exercise price adjusted for share consolidation).
The fair value of the options at the date of grant was €0.2 million and was estimated by reference to an
option pricing model.

In June 2004 following the IPO, the Manager was granted an additional 660,000 options at an exercise price
of €12 per share. The fair value of the additional options at the date of grant was €0.2 million and was also
estimated by reference to an option pricing model. As a result the Manager has options over shares
representing 10% of the current issued share capital of the Company. The options granted to the Manager
were fully vested on the date of grant and expire ten years from the date of grant.

SEGMENTAL REPORTING

The Company operates in one geographical segment. being Europe. The Company has conducted business
through three primary segments: asset backed securities, real estate related loans and investment properties.

Summary financial data of the Company’s business segments is provided below:

Real Estate
Asset Backed Related Investment Total
Securities Loans Properties Unallocated Eurvcastle
£°000
For the Year Ended 31 December
2004
Gross revenues 28,502 284 344 —_ 29,130
Interest expense (13,353) — €1 — (13,663)
Other operating expenses (147) — (33) (3,256) (3,436)
Net profit 15,002 284 1 (3,256) 12,031
As at 31 December 2004
Total assets 1,278,992 22,568 320,884 5,175 1,627,619
Total liabilities (1,152,462) — (266,234) (2.501)  (1,421,197)
Minority interest —— — — @ 2
Net assets 126,530 22,568 54,650 2,672 206,420

The unallocated portion of expenses consists primarily of interest on short-term investments, general and
administrative expenses, and management fees pursuant to the Management Agreement.
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The unallocated portion of assets and liabilities consists primarily of unrestricted cash, general prepayments
and accruals, and the minority interests held by outside parties in the Company’s consolidated subsidiaries.

LARGEST TEN INVESTMENTS AS AT 31 DECEMBER 2004

Rhein-Main
Heloc 1IX B

Scip 2 Cl

Ghgfin 0 04/15/24
Annfin 0 01/10/
Geco 2002 D
Trevi IX B

Geo 2D

Nymph 2002-1 D
Split 2 A

Current % of Carrying
Face Portfolio Value
€000

255,073 15.89 254,051
40,336 2.51 39.882
38,500 2.40 38,640
28,306 1.76 28,563
27.879 1.74 28,018
25,000 1.56 24,663
24,000 1.50 24,060
21,000 1.31 21,483
21,000 1.31 21,148
20,000 1.25 20,018
501,094 3123 500,525

All of the above investments are asset backed securities listed on European stock exchanges, with the
exception of Rhein-Main Securitisation Limited. Rhein-Main is a €7.5 billion asset backed commercial
paper programme. Its underlying assets are Pan European. including trade receivables, mortgages, bills of
exchange, auto and consumer loans, and equipment leases. Rhein-Main is rated A-1+ by Standard & Poor’s
and P-1 by Moody’s, and matures on 15 Merch 2005.

INVESTMENT IN SUBSIDIARIES

The group structure of Eurocastle 1s designed to support the Group’s businesses within an efficient legal, tax,

regulatory and funding framework.

The significant operating subsidiaries. in which the Company owns a 100% equity interest, are listed by

jurisdiction below:

Luxemburg:
Luxgate S.Arl

Eurobarbican s.a.r.l

Germany:

Shortwave Acquisition GmbH

S-Wave Grundstiicksverwaltungsgesellschaft | G‘mbH
S-Wave Grundstiicksverwaltungsgesellschaft 2 G;mbH
Longwave Acquisition GmbH '
L-Wave Grundstiicksverwaltungsgesellschaft 1 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 2 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 3 G[mbH
L-Wave Grundstiicksverwaltungsgesellschaft 4 GEmbH
L-Wave Grundstiicksverwaltungsgesellschaft 5 dn)bH
L-Wave Grundstiicksverwaltungsgesellschaft 6 G!mbH
I
L-Wave Grundstiicksverwaltungsgesellschaft 7 qmbH
L-Wave Grundstiicksverwaltungsgesellschaft 8 Qn)bH
L-Wave Grundstiicksverwaltungsgeselischaft 9 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 10 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 11 GmbH
L-Wave Grundstiicksverwaltungsgesellschatt 12 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 13 GmbH

L-Wave Grundstiicksverwaltungsgesellschaft 14 GmbH

L-Wave Grundstiicksverwaltungsgesellschaft 29 GmbH

L-Wave Grundstiicksverwaltungsgesellschatt

L-Wave Grundstiicksverwaltungsgesellschaft

L-Wave Grundstiicksverwaltungsgesellschatt

L-Wave Grundstiicksverwaltungsgesellschaft

L-Wave Grundstiicksverwaltungsgeselischaft

L-Wave Grundstiicksverwaltungsgesellschaft

L-Wave Grundstiicksverwaltungsgeselischaft

L-Wave Grundstiicksverwaltungsgesellschaft

L-Wave Grundstiicksverwaltungsgeselischaft

L-Wave Grundstiicksverwaltungsgesellschaft

30 GmbH
31 GmbH
32 GmbH
33 GmbH
34 GmbH
35 GmbH
36 GmbH
37 GmbH
38 GmbH
39 GmbH
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L-Wave Grundstiicksverwaltungsgesellschaft 40 GmbH
[.-Wave Grundstiicksverwaltungsgeselischaft 41 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 42 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 43 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 44 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 45 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 46 GmbH
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L-Wave Grundstiicksverwaltungsgesellschaft 15 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 16 GmbH
L-Wave Grundstiicksverwaltungsgeselischaft 17 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 1§ GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 19 GmbH
L-Wave Grundstiicksverwaltungsgesellschatt 20 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 21 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 22 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 23 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 24 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 25 GmbH
L.-Wave Grundstiicksverwaltungsgesellschaft 26 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 27 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 28 GmbH

L-Wave Grundstiicksverwaltungsgesellschaft 47 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 48 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 49 GmbH
L-Wave Grundstiicksverwaltungsgeselischaft 50 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 51 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 52 GmbH
[.-Wave Grundstiicksverwaltungsgesellschaft 53 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 54 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 55 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 56 GmbH
L-Wave Grundstiicksverwaltungsgeselischaft 57 GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 5§ GmbH
L-Wave Grundstiicksverwaltungsgesellschaft 59 GmbH

L-Wave Grundstiicksverwaltungsgesellschaft 60 GmbH

Additionally, the Company has investments in Eurocastle Funding Limited, Eurocastle CDO 1 PLC,

Eurocastle CDO 11 PLC, and Eurocastle CDO 111 PLC which it consolidates in accordance with SIC 12 —

Consolidation — Special Purpose Entities.

DIVIDENDS PAID & PROPOSED

Declared and paid during the year:

Equity dividends on ordinary shares: Third quarter dividend for 2004:

€0.30 (2003: nil)

Dividend declared on 23 February 2005 (not recognised as a liability at

31 December 2005)

Equity dividends on ordinary shares: Fourth quarter dividend for 2004:

€0.33 (2003: nil)

COMPARATIVES

8 August
2003
Year Ended (Formation Date)
31 December to 31 December
2004 2003
€000
5,539
5,539
6,093

The Company commenced operations on 21 October 2003. As the Company’s first period of operations is
shorter than one year, comparative periods for the consolidated statement of income, cash flows and
statement of changes in equity are shown for the period from 8 August to 31 December 2003.
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PART X

UNAUDITED RESULTS FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2005

The financial information set out below has been extracted, without material adjustment, from the unaudited

results for the Company for the six-month period

are prepared under International Financial Reporting Standards (IFRS).

EUROCASTLE INVESTMENT LIMITED

Financial Report for the Half Year ended 30 June 2005

First Half 2005 Highlights

* Increased dividend by 6.1% from €0.33

* Completed two further non-recourse term
and €400 million

* Net profit after taxation of €13.2 millior

¢ FFO return on average invested capital

Second Quarter 2005 Highlights

e Total assets amounted to €1,682.4 millic

* Equity book value total of €291.9 millic

* Net profit after taxation of €6.8 million

as 12.8%.

n at the quarter end

Share offer completed in June 2005, raising net proceeds of €95 million

n, or €12.06 per share

* Second quarter dividend of €0.35 per share, paid on 15 July 2005

* FFO return on average invested capital

Selected Financial Data

{amounts in €’000, except share data and
supplemental data)

Net profit after taxation
Earnings per diluted share
Funds from operations (“FFO’")
FFO per diluted share

Weighted average number of shares outstanding,

Balance Sheet Data

diluted

Juring the quarter was 12.6%

per share in Q1 to €0.35 per share in Q2

for the half year. or €0.69 per diluted share

for the quarter, or €0.35 per diluted share

ended 30 June 2005. The financial statements of the Company

1 financings for target real estate debt portfolios of £200 million

Asset backed securities (includes cash to be invested and securities pledged under

repurchase agreements)

Real estate loans (includes loans pledged under xiepurchase agreements)

Investment properties
Cash and cash equivalents
Total assets

Debt obligations
Sharebolders’ equity

Three Months Half Year Half Year
Ended Ended Ended

30 June 30 June 30 June
2005 2005 2004

6,760 13,215 3,786

0.35 0.69 0.32

6.247 12,702 3,786

0.32 0.66 0.32
19,332,958 19.253,965 11,955,615
30 June 31 December

2005 2004

1,213,385 1,264,484

47,239 21,938

319,451 318,514

87,650 10,293

1,682,412 1,627,619

1.337,339 1,154,310

291,864 206,420



Half Half

Three Months Year Year

Ended Ended Ended

Reconciliation of Funds frem Operations 30 June 30 June 30 June
(FFO) to net profit after taxation 2005 2005 2004
Net profit after taxation 6,760 13215 3,786
Increase in fair value of investment properties (513) (513) —
Funds from operations (FFO) 6,247 12,702 3,786

FFO is an appropriate measure of the underlying operating performance of real estate companies because it
provides investors with information regarding our ability to service debt and make capital expenditures.
Furthermore, FFO is used to compute our incentive compensation to our manager. FFO, for our purposes,
represents net profit after taxation (computed in accordance with 1IFRS), excluding changes in fair value of
investment properties. We consider gains and losses on resolution of our investments to be a normal part of our
recurring operations and therefore do not exclude such gains and losses when arriving at FFO. FFO does not
represent cash generated from operating activities in accordance with IFRS and therefore should not be
considered an alternative to cash flow as a measure of liquidity, and is not necessarily indicative of cash available
to fund cash needs. Our calculation of FFO may be different from the calculation used by other companies and,
therefore, comparability may be limited.

Supplemental Total Real Estate and Other ABS Securities and Real Estate Loans Data*

As of As of

30 June 31 December

2005 2004

Total debt investments 1,124,806 1,023,218
Weighted average asset yield 4.09% 4.18%
Weighted average liability cost 2.65% 2.73%
Weighted average net spread 1.44% 1.45%

Weighted average credit rating BBB+ BBB+
Weighted average asset credit spread (above Euribor) 1.90% 1.99%

*  excludes short-term investments with a maturity of less than 3 months and rated A-1+ by Standard & Poor’s and P-1 by Moody's

As of As of
30 June 31 December
2008 2004
Percentage investment grade of securities portfolio 89 93%
Number of securities and loans 92 87
Supplemental Total Credit Leased Real Estate Data
As of As of
30 June 31 December
20065 2004
Investment properties at fair value 319,451 318,514
Weighted average asset yield 7.13% 7.10%
Weighted average liability cost 4.56% 4.56%
Weighted average net yield 2.57% 2.54%




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES CHAIRMAN’S STATEMENT

Overview

Eurocastle Investment Limited (LSE: ECT

reported net profit after taxation for the quarter ended 30 June

2005 of €6.8 million, or €0.35 per diluted share,i as compared to €1.6 million, or €0.13 per diluted share, for the
second quarter of 2004. The Company also repoﬁed net profit after taxation for the half year ended 30 June 2005

of €13.2 million, or €0.69 per diluted share, as ¢
haif of 2004. Funds from operations (or FFO),

ompared to €3.8 million, or €0.32 per diluted share. for the first
which exclude a €0.5 million increase in the fair value of the

Company’s credit-leased real estate classified

as investment properties in the balance sheet, amounted to

€12.7 million and €6.2 million, respectively, for the half year and quarter ended 30 June 2005. Eurocastle
generated an FFO return on average invested cdmmon equity of 12.6% for the quarter, and 12.8% for the half
year, ended 30 June 2005. As of 30 June 2005, the Company’s shareholders’ equity was €291.9 million or
€12.06 per outstanding share, as compared to €(196‘4 million, or €10.64 per outstanding share, as of 30 June
2004, |

Eurocastle’s core business strategy is to invest in and manage a diverse portfolio consisting primarily of
European real estate related debt and real estate assets. The Company’s objective is to deliver stable and growing
dividends and attractive risk-adjusted returns to Shareholders by optimizing the difference between the vield on
investments and the cost of financing these inve‘stments. Since Eurocastle’s IPO in June 2004, the Company’s

annualized dividends to shareholders have increziised by approximately 17% from €1.20 to €1.40 per share.

|

Although we are starting to see some widening of credit spreads, they continue to be at historically tight
levels. In spite of this, we have continued to accretively invest capital in real estate debt and credit-leased real
estate and are pleased with the performance of our overall investment portfolio. As asset spreads have tightened,
our debt costs have declined correspondingly; Ihtl? weighted average net spread (or the yield on our assets minus
the cost of our debt) on the real estate debt portfolio was 1.44% at 30 June 2005, compared to 1.45% at the end of
December 2004. The European real estate debt 1markets continue to be active and growing. In the first half of
2005, new issuances of real estate related debt totalled €100 billion, up 27% from the comparable period in 2004,
We expect this record growth to continue to provi;de Eurocastle with significant accretive investment opportunities

in real estate related debt. !

Given our investment pace since the half year end and our current investment pipeline, substantially all of
the equity capital that we raised in June 2005 is) invested or committed to investments.

Second Quarter 2005 Dividend

We aim to pay out substantially all of Eurocastle’s earnings in the form of quarterly dividends to
shareholders. On 14 June 2005, the Board of Ditkectors of Eurocastle declared a dividend of €0.35 per share for
the quarter ended 3 June 2003, an increase of €0.02 per share from the prior quarter. The record date for this
increased dividend was 24 June 2005 and the payment date was 15 July 2005.

Investment Activity
Real Estate Debt Porifolio

In the half year ended 30 June 2005, Eurocastle purchased approximately €205 million of real estate related
securities and €24 million of real estate related loans, with approximately €159 million in face amount of real
estate securities, other asset backed securities and real estate loans having been purchased during the quarter
ended 30 June 2005. The securities purchased d{uring the quarter had an average credit rating of BBB and an
average credit spread above Euribor of 1.22% Purchases of CMBS in the second quarter amounted to
€108.4 million. with an average spread of 1.40% and average rating of BBB. RMBS purchases in the second
quarter amounted to €20.6 million, with an average spread of 0.85% and average rating of BBB. Other ABS
purchases in the second quarter amounted to €2919 million, with an average spread of 0.86% and average rating
of A.

After allowing for sales of securities and principal redemptions. the net increase in face amount of real estate
and other asset backed securities and real estate related loans during the second quarter was €64.8 million, raising
the amount of these investments from €1,052.1 million at the last quarter end to €1,116.9 million. We have also
seen significant opportunities to invest in the B-Note and mezzanine loan markets and have developed a robust
pipeline of these investments for the third quarter of 2005.
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Credit-Leased Real Estate Portfolio

In the credit-leased real estate markets, we are continuing to build on our successful December 2004
acquisition of 96 German properties from Deutsche Bank AG by developing a strong investment pipeline of
European credit-leased real estate. During the quarter, we entered into negotiations to purchase up to
€350 million of credit-leased real estate. On 25 July 2005, Eurocastle invested approximately €184 million in
assets backed by a portfolio of commercial properties under long-term leases with the Italian government.
Consistent with our policy of match funding, this investment has been term financed on a fixed rate basis.

Capital Markets

During the quarter, Eurocastle successtfully completed a public offering of 5.740,000 shares resulting in
gross proceeds to the Company of approximately €99 million (net proceeds €95 million) and closed two secured
term financings to match fund our real estate debt investments. Moreover, after the quarter, we established a
revolving credit facility to finance additional investments.

The term financing of the Company’s first sterling-denominated portfolio of real estate debt investiments,
Eurocastle CDO 1I, was completed on 5 May 2005. Approximately £158 million, or 79%, of the £200 million
issue was rated AAA by S&P and Fitch respectively. The CDO has a weighted average life of approximately ten
years.

The term financing of the Company’s second euro-denominated portfolio of real estate investments,
Eurocastle CDO 111, was completed on 28 April 2005. Approximately €324 million, or approximately 81%, of the
€400 million issue was rated AAA by S&P and Fitch respectively. The CDO also has a weighted average life of
approximately ten years.

On 14 July 2005, we established a €400 million three year extendable revolving credit facility. We intend to
use this facility to acquire additional real estate debt and to refinance a significant part of the porttolio previously
financed under short-term repurchase agreements. Since 30 June 2005, our short-term financings have been
reduced by €120.6 million by using this facility.

Investment Portfolio
Real Estate Debt Portfolio

As of 30 June 2005, Eurocastle’s total real estate debt portfolio of approximately €1.3 billion, which
represents approximately 75% of the Company’s total assets, included €571.2 million of CMBS. €103.6 million
of short-term investments, €506.4 million of other asset backed securities. €47.2 million of loans and
€32.2 million of cash held pending investment in additional real estate related debt. The real estate debt portfolio
is well diversified with 92 securities and loans and an average life of approximately 3.6 years: approximately 96%
of the portfolio comprises floating-rate securities. The portfolio is geographically diversified with direct
exposures of 50% in the UK, 16% in ltaly, 12% in Germany, 11% Pan European and 5% in France. The average
credit quality of the securities portfolio is BBB+ and approximately 89% of the securities are rated investment
grade. The portfolio’s weighted average credit spread was approximately 1.90% as of 30 June 2005.

Our real estate debt portfolio has continued to perform well. As of 30 June 2005, none of our securities or
loans have defaulted, and there have been no principal losses to date. We continue to seek investments that will
generate superior risk-adjusted returns with a long-term objective of capital preservation and eamnings stability in
varying interest rate and credit cycles.

Credit-Leased Real Estate Portfolio

As of 30 June 2005, Eurocastle owned an approximately €319 million portfolio of credit-leased real estate
consisting of 96 German properties, or approximately 300.000 square meters of office space. which are leased
primarily to Deutsche Bank. Deutsche Bank continues to occupy most of the current space on a medium to long-
term basis. Since we acquired the portfolio in December, we have added 16 new leases, bringing the total
occupancy of this portfolio to approximately 76% We continue to work on adding new tenants to our properties.
as well as managing the lease renewal or re-letting of space under leases that are expiring or near expiration.
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About Eurocastle

Eurocastle Investment Limited is a Euro-denominated Guernsey closed-end investment company that invests
in and manages a diverse portfolio consisting prl}narl ly of European real estate related debt and real estate assets.
Eurocastle is managed by Fortress Investment Group LLC., a global alternative investment and asset management
firm with approximately USS15 billion of equnv capital currently under management.

Conference Call

Management will conduct a conference calljon Thursday, 4 August 2005 to review the Company’s financial
results for the half year and quarter ended 30 June 2005. The conference call is scheduled for 3:00 P.M. London
time (10 A.M. New York time). All interested parties are welcome to participate on the live call. You can access
the conference call by dialling +1-866-323-3742 |(from within the U.S.) or +1-706-643-0550 (from outside of the
U.S.) ten minutes prior to the scheduled start of the call; please reference Eurocastle Half Year and Second
Quarter Earnings Call.”

For those who are not available to listen to the live call, a replay will be available until 11:59 P.M. New York
time on 12 August 2005 by dialling +1-800-642:1687 (from within the U.S.) or +1-706-645-9291 (from outside
of the U.S.); please reference access code ‘8§170404.”
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Eurocastle Investment Limited and Subsidiaries

Consolidated Income Statement

Unaudited Unaudited
Half Year to Half Year to
30 June 30 June
Notes 2005 2004
€000 €000
Operating income
Interest income 30,437 2,763
Rental income 12,655 —
Unrealised gain on securities portfolio contract — 4,056
Realised gain on disposal of available-for-sale securities 1,853 —_
Increase in fair value of investment propeities 513 —
Total operating income 45,458 6,819
Operating expenses
Interest expense 25.495 1,808
Losses on foreign currency contracts/currency translation 1,159 50
Property expenses 1,202 —
Other operating expenses 3 4,100 1,175
Total operating expenses 31,956 3,033
Profit on ordinary activities before taxation 13,502 3.786
Taxation expense 287 —
Net profit after taxation 13,215 3,786
Earnings per ordinary share (adjusted for share consolidation)
Basic 12 0.71 0.32
Diluted 12 0.69 0.32
Weighted average ordinary shares outstanding (adjusted for share
consolidation)
Basic 12 18,529,515 11,930,263
Diluted 12 19,253,965 11,955,615

See notes to the consolidated interim financial statements




Independent Review Report to Eurocastle In
Introduction

We have been instructed by the Company,

vestment Limited

to review the financial information for the six months ended

30 June 2005 which comprises Consolidated I

[qcome Statements, Consolidated Balance Sheets, Consolidated

Statements of Cash Flows. Consolidated Statements of Changes in Equity and the related notes 1 to 17. We have

read the other information contained in the in
misstatements or material inconsistencies with t

This report is made solely to the Compa
‘Review of interim financial information” issued
extent permitted by law, we do not accept or as
work, for this report, or for the conclusions we

Directors’ responsibilities

The interim report, including the financial

terim report and considered whether it contains any apparent
he financial information.

ny in accordance with guidance contained in Bulletin 1999/4
by the United Kingdom Auditing Practices Board. To the fullest
sume responsibility to anyone other than the Company, for our
have formed.

information contained therein, is the responsibility of, and has

been approved by the directors. The directors are responsible for preparing the interim report in accordance with
the Listing Rules of the Financial Services Authority which require that the accounting policies and presentation
applied to interim figures should be consistent with those applied in preparing the preceding annual accounts
except where any changes, and the reasons for them, are disclosed.

Review work performed

We conducted our review in accordance with guidance contained in Bulletin 1994/4 ‘Review of interim
financial information” issued by the Auditing Practices Board for use in the United Kingdom. A review consists
principally of making enquiries of group management and applyving analytical procedures to the financial
information and underlying financial data, and jbased thereon, assessing whether the accounting policies and
presentation have been consistently applied, unless otherwise disclosed. A review excludes audit procedures such
as tests of controls and verification of assets, liabilities and transactions. It is substantially less in scope than an
audit performed in accordance with United Kinghom Auditing Standards and therefore provides a lower level of
assurance than an audit. Accordingly we do not|express an audit opinion on the financial information.

Review conclusion

On the basis of our review we are not aware of any material modifications that should be made to the
financial information as presented for the six months ended 30 June 2005.

Ernst & Young LLP
London

3 August 2005
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Eurocastle Investment Limited and Subsidiaries

Consolidated Income Statement

Operating income
Interest income
Rental income

Unrealised gain on securities portfolio contract
Realised gain on disposal of available-for-sale securities
Increase in fair value of investinent properties

Total operating income

Operating expenses
Interest expense

Losses on foreign currency contracts/currency translation

Property expenses
Other operating expenses

Tota) operating expenses

Profit on ordinary activities before taxation

Taxation expense
Net profit after taxation

Earnings per ordinary share (adjusted for shareconsolidation)

Basic
Diluted

Weighted average ordinary shares outstanding (adjusted for share

consolidation)
Basic
Diluted

See notes to the consolidated interim financial statements
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Unavdited Unaudited

Half Year to Half Year to

30 June 30 June

Notes 2005 2004
€000 €000

30,437 2,763

12,655 —

— 4,056

1,853 —

513 —

45,458 6,819

25,495 1,808

1,159 50

1,202 —

3 4,100 1,175
31,956 3,033

13,502 3,786

287 —

13,215 3,786

12 0.71 0.32
12 0.69 0.32
12 18.529.515 11,930,263
12 19,253,965 11,955,615



Eurocastle Investment Limited and Subsidiaries

Consolidated Balance Sheet

Assets
Cash and cash equivalents
Restricted cash

Asset backed securities, available-for-sale (includes cash to be invested)

Asset backed securities pledged under repurcha
Real estate related loans

Real estate related loans pledged under repurch
Investment property

Other assets

Total assets
Equity and Liabilities
Capital and Reserves

!
Se agreements

ase agreements

Issued capital, no par value, unlimited number of shares authorised,

24,209,670 shares issued and outstanding at
Net unrealised gain on available-for-sales secur
Hedging reserve
Accumulated profit
Other reserves

Total equity

Minority Interests

Liabilities

CDO bonds payable

Bank borrowings

Repurchase agreements

Taxation payable

Dividends payable

Trade and other payables
Total liabilities

Total equity and liabilities

See notes to the cons

30 June 2005
ities

125

Unaudited
30 June 31 December
Notes 2005 2004
€000 €000
87,650 10,293
1,769 2,812
4 923,682 796,522
4 289,703 467,962
5 33,170 21,938
5 14,069 —_
7 319451 318514
6 12,918 9,578
1,682,412 1,627,619
13 286,814 192,309
4 9,252 6,604
4,14 (6,179) 713
957 6,394
13 1.020 400
291,864 206,420
2 2
8 789,563 347,877
9 244,004 608,849
10 303,772 197,584
287 —
16 6,464 —
1 46,456 266,887
1,390,546 1.421,197
1,682,412 1,627,619

olidated interim financial statements




Eurocastle Investment Limited and Subsidiaries

Consolidated Statement of Cash Flows

Unaudited Unaudited
Half Year to Half Year to
30 June 30 June
2005 2004
€000 €000
Cash Flows From Operating Activities
Net profit before taxation 13,502 3,786
Adjustments for:
Unrealised gain on securities portfolio contract — (4,056)
Unrealised (gain)/loss on foreign currency contracts (76) 52
Accretion of discounts on securities (2,854) {(171)
Amortisation of borrowing costs 525 —
Gain on disposal of available-for-sale securities (1,853) —
Shares granted to Directors 27 72
Revaluation (gain) on investment properties (513) —
Net change in operating assets and liabilities:
Decrease/(Increase) in restricted cash 1,043 (1.381)
Increase in other assets (3,896) (2,616)
Increase in trade and other payables 27,441 1,690
Net cash flows used in operating activities 33,346 (2,624)
Cash Flows From Investing Activities
Securities portfolio contract deposit — (59,000)
Repayment of securities portfolio contract deposit — 69.125
Addition to investment property (424) —
Net purchase of available-for-sale securities/loans (308,215) (507,529)
Proceeds from sale of available-for-sale-securities 87,317 568
Net cash flows used in investing activities (221,322) (496.836)
Cash Flows From Financing Activities
Proceeds of issuance of ordinary shares 99,015 138,488
Costs related to issuance of ordinary shares (3,998) (4.233)
Proceeds from issuance of bonds 445,943 351,000
Costs related to issuance of bonds (4,523) (3,342)
Borrowings under repurchase agreements 106,188 92,142
Repayments under warehouse borrowing facility (350,843) —
Repayment of bank borrowings (14,261) —
Dividends paid to shareholders (12,188) —
Net cash flows from financing activities 265,333 574.055
Net Increase in Cash and Cash Equivalents 77,357 74,595
Cash and Cash Equivalents, Beginning of Period 10,293 1,690
Cash and Cash Equivalents, End of Period 87.650 76,285
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Eurocastle Investment Limited and Subsidiar

Consolidated Statement of Changes in Equity

ies

Ordinary
Shares
(adjusted for Net
share Share Other Unrealised  Hedging  Accumulated Total
consolidation) Capital  Reserves  Gains/(Lusses)  Reserves Profit (Loss) Equity
€000 €000 €000 €060 €000 €000
At 1 January 2004 (as previously
reported) 11,857.670 59.027 — — — (98) 58,929
Effect of adopting IFRS 2 — — 200 - — —— 200
Costs related to issuance of shares on PO e (200) — — — — (200)
At 1 January 2004 (restated) 11,857.670 58,827 200 — — (98) 58,929
Second capital call on existing shares — 59.288 — -— — - 59,288
Issuance of ordinary shares on JPO 6.600,000 79,200 — — — — 79,200
Eifect of adoption of IFRS — fair value of
share options e — 200 — o — 200
Costs related to issuance of ordinary shares
on TPO (including €200k relating to ‘
adoption of IFRS 2) — (4,433) — — — - (4.433)
Issuance of ordinary shares to Directors 6,000 72 — — — — 72
Net unrealised loss on available for sale
securities e — — (609) — — (609)
Net profit — — e — — 3.786 3.786
At 30 June 2004 (restated) (unaudited) 18,463,670 192,954 400 (609) — 3,688 196,433
At 1 July 2004 (restated) 18,463.670 1 192,954 400 (609) — 3,688 196,433
Costs related to issuance of ordinary shares
on IPO — (645) — — — —_ (645)
Net unrealised gain on available for sale
securities — — — 7213 — — 7,213
Net unrealised gain on hedge instruments — — — — 713 — 713
Net gains not recognised in the income
statement — — 400 6.604 713 — 7,717
Net profit for the period — — — — — 8,245 8,245
Total income and expense for the vear — — 400 6,604 713 12,031 19,748
Dividends paid — — — — — (5.339) (5.539)
At 31 December 2004 (restated) 18,463,670 192,309 400 6,604 713 6,394 206,420
At 1 January 2005 18,463,670 | 192,309 400 6,604 713 6394 206,420
Net unrealised gain on available-for-sale
securities — — — 4.038 — — 4.038
Issuance of shares — June 2005 5,740,000 99.015 — — — — 99,015
Costs related to issue of shares — June
2005 (3.998) — - — - (3,998)
Issuance of ordinary shares to Directors 6,000 108 — — e — 108
Realised losses reclassified to the income
statement —— — — 2 — — 2
Realised gains reclassified to the income
statement —_— — — (1,392) — — (1,392)
Net unrealised loss on hedge instruments — — — - (6,892) — (6,392)
Cost related to issue of options on follow
on share issue — (620) 620 — — — —
Net gains not recognised in the income
statement — — 1.020 9,252 (6,179) — 4.093
Net profit for the period — — e — e 13,215 13,215
Total income and expense for the period — — — 2,648 (6.892) 13,215 8,971
Dividends paid and declared —_ — — — — (18.632) (18.652)
At 30 June 2005 (unaudited) 24,209,670 | 286,814 1.020 9,252 (6,179} 957 291,864
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

Unaudited Notes to Consolidated Financial Statements

1

BACKGROUND

Eurocastle Investment Limited (the “Company™) was incorporated in Guernsey, Channel Islands on
8 August 2003 and commenced its operations on 21 October 2003. Eurocastle Investment Limited is a Euro
denominated Guernsey closed-end investment company. The principal activities of the Company include the
investing in, financing and managing of European real estate securities, other European asset backed
securities, and other European real estate related assets.

The Company is externally managed by its manager, Fortress Investment Group LLC (the “Manager”). The
Company has entered into a management agreement (the “Management Agreement’”) under which the
Manager advises the Company on various aspects of its business and manages its day-to-day operations,
subject to the supervision of the Company’s Board of Directors. The Company has no direct employees. For
its services, the Manager receives an annual management fee (which includes a reimbursement for expenses)
and incentive compensation, as described in the Management Agreement. The Company has no ownership
interest in the Manager.

In October 2003, the Company issued 118,576,700 ordinary shares through a private offering to qualified
investors at a price of €1 per share. Pursuant to a written resolution of the Company dated 18 June 2004, the
shareholders resolved to receive one share in exchange for every ten shares previously held by them.
Immediately following this resolution, the Manager and its employees held 1,356.870 ordinary shares. In
June 2004, the Company issued 6,600,000 ordinary shares in its initial public offering at a price of
€12.00 per share, for net proceeds of €74.3 million. In June 2005 the Company completed a secondary
public offering issuing 5,740,000 ordinary shares at a price of €17.25 per share, for net proceeds of
€95.0 million.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of Compliance

The consolidated financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (IFRS). The financial statements are prepared in accordance with 1AS 34
“Interim Financial Statements” . In preparing interim financial statements, the accounting principles applied
reflect the amendments to IAS and the adoption of new IFRS which became effective from 1 January 2005.
Other than in respect of these changes, explained further below, the interim financial statements have been
prepared under the same accounting principles and methods of computation as in the financial statements as
at 31 December 2004 and for the year then ended. The consolidated financial statements are presented in
euros, the functional currency of the Company, becawse the Company conducts its business predominantly in
euros.

The changes to IFRS effective 1 January 2005 have had the following impact on the Company’s
consolidated interim financial statements:

IFRS 2 “Share-based payments” — Share options granted in 2003 and 2004 for the purpose of
compensating the Manager for its successful efforts in raising capital for the Company have been accounted
for at the fair value on grant date. The fair values of such options at the date of grant have been debited to
equity as the costs of issuance of ordinary shares with corresponding increases in other reserves.

IAS 39 Financial Instruments. Recognition and Measurement — Asset backed securities, available for sale
at fair value of €289.7 million (31 December 2004: €468.0 million) and real estate loans of €14 million
(31 December 2004: nil) have been pledged to third parties in sale and repurchase agreements.

In accordance with the revisions to 1AS 39 these securities have been reclassified as pledged securities and
loans in the balance sheet.

Both of the above changes in the accounting policies have been made in accordance with the provisions of
IAS 8, Accounting Policies, Changes in Accounting Estimates and Emors with the corresponding
adjustments reflected in the prior period comparatives.
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Basis of Preparation

|
i

The consolidated financial statements are prepared on a fair value basis for derivative financial instruments,

investment property, financial assets and hi

financial assets and liabilities and non-financ

Basis of Consolidation

The consolidated financial statements comp

and its subsidiaries for the halt year ended
which control is transferred to the Company
transferred from the Company.

At 30 June 2005, the Company’s subsidiarie
CDOIPLC (“CDO1I"), Eurocastle CDO 11

fimited companies incorporated in Ireland. T
has no associated voting rights. The Comp
secured notes issued by EFL. In accordance

Consolidation — Special Purpose Entities,

retains control over these entities and retain

abilities held for trading, and available-for-sale assets. Other
1a] assets and liabilities are stated at amortised or historical cost.

rise the financial statements of Eurocastle Investment Limited
30 June 2005. Subsidiaries are consolidated from the date on
and cease 10 be consolidated from the date on which control is

s consisted of Eurocastle Funding Limited (“EFL’"), Eurocastle
PLC (**CDO II'") and Eurocastle CDO 111 PLC (**CDO 111""), all
"he ordinary share capital of EFL is held by outside parties and
any retains control over EFL as the sole beneficial holder of
with the Standing Interpretations Committee Interpretation 12
the Company consolidates CDO I, CDO 1l and CDO 11 as it
s the residual risks of ownership of these entities.

Eurocastle acquired its investment properties through two German limited liability companies. Longwave

Acquisition GmbH (“Longwave”) and Sk

through two Luxembourg companies (Eurob

Longwave and Shortwave each own German
investment properties. These companies wer
single or multiple real estate investment prog

subsidiaries and Shortwave has two subs
Eurobarbican which in turn owns all of the

Financial Instruments
Classification

Financial assets and liabilities measured
instruments that the Company principally h

securities portfolio contracts and forward fi

hedging instruments.

Available-for-sale assets are financial assets

ortwave Acquisition GmbH (“*Shortwave™) which are held
arbican and Luxgate), set up as sociérés a responsabilité limitée.
companies which have been used to hold one or several of the
¢ established as special purpose vehicles limited to holding the
erties acquired at the end of December 2004. Longwave has 60
diaries. Luxgate owns all of the ordinary share capital of
share capital of Longwave and Shortwave.

t fair value through the profit and loss account are those
olds for the purpose of short-term profit taking. These include
oreign exchange contracts that are not designated as effective

that are not classified as held for trading purposes, loans and

advances, or held to maturity. Available-for-sale instruments include real estate and other asset backed

securities.

Recognition

The Company recognises financial assets hel

to purchase the assets (trade date). From this

the assets are recognised.

A financial liability is recognised on the da
instrument.

Measurement

Financial instruments are measured initially

measured at fair value through profit and
acquisition or issue ot the financial asset or;

Subsequent to initial recognition all trading &

All financial assets other than trading instru
cost less impairment losses. Amortised cost i

discounts, including initial transaction costs

d for trading and available-for-sale assets on the date it commits
date any gains and losses arising from changes in fair value of

e the Company becomes party to contractual provisions of the

at fair value plus, in the case of a financial asset or liability not
loss, transaction costs that are directly attributable to the
financial liability.

nstruments and available for sale assets are carried at fair value.

ments and available-for-sale assets are measured at amortised
!s calculated on the effective interest rate method. Premiums and
i are included in the carrying amount of the related instrument

and amortised based on the effective interes’t rate of the instrument.




Fair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet date without
any deduction for transaction costs. If a quoted market price is not available, the fair value of the instrument
is estimated using pricing models or discounted cash flow techniques, as applicable.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s
best estimates and the discount rate is a market related rate at the balance sheet date for an instrument with
similar terms and conditions. Where pricing models are used, inputs are based on market related measures at
the balance sheet date.

The fair value of derivatives that are not exchange traded is estimated at the amount that the Company would
receive or pay to terminate the contract at the balance sheet date taking into account current market
conditions and the current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of trading instruments are recognised directly in the
income statement. Gains and losses arising from a change in the fair value of available-for-sale securities are
recognised directly in equity unti] the investment is derecognised (sold, collected, or otherwise disposed of)
or impaired, at which time the cumulative gain or loss previously recognised in equity is included in the
income statement for the period.

Derecognition

A financial asset is derecognised when the Company loses control over the contractual rights that comprise
that asset. This occurs when the rights are realised, expire or are surrendered. A financial liability is
derecognised when it is extinguished.

Assets held for trading and available-for-sale assets that are sold are derecognised and corresponding
receivables from the buyer for the payment are recognised as of the date the Company commits to sell the
assets. The Company uses the specific identification method to determine the gain or loss on derecognition.

Impairment

The Company assesses at each balance sheet date whether there is objective evidence that a financial asset or
group of financial assets is impaired. A financial asset or a group of financial assets is impaired and
impairment losses are incurred if, and only if, there is objective evidence of impairment as a result of one or
more events that occurred after the initial recognition of the asset (a “loss event”) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or group of financial assets
that can be reliably estimated.

In the case of financial assets classified as available-for-sale, a significant or prolonged decline in the fair
value of the security below its cost is considered in determining whether the assets are impaired. If any such
evidence exists for available-for-sale financial assets, the cumulative loss — measured as the difference
between the acquisition cost and the current fair value, less any impairment loss on that financial asset
previously recognised in profit or loss — is removed from equity and recognised in the income statement.

Impairment losses recognised in the income statement on securities and loans are not reversed through the
income statement. Subsequent increases in the fair values of debt instruments classified as available-for-sale,
which can be objectively related to an event occurring after previous impairment losses have been
recognised in the income statement, are recorded in the income statement. Such reversals are then taken
through the income statement only to the extent previous impairment losses have been taken through the
income statement.

Hedge accounting

Where there is a hedging relationship between a derivative instrument and a related item being hedged, the
hedging instrument is measured at fair value.

Where a derivative financial instrument hedges the exposure to variability in the cash flows of recognised
assets or liabilities, the effective part of any gain or loss on re-measurement of the hedging instrument is
recognised directly in equity. The ineffective part of any gain or loss is recognised in the income statement.
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The gains or losses that are recognised in equity are transferred to the income statement in the same period
in which the hedged items affects the net profit and loss.

Repurchase Agreements

Securities and real estate loans subject to repurchase agreements are reclassified in the financial statements
as pledged assets when the transferee has tt%e right by contract or custom to sell or repledge the collateral.
The counterparty liabilities have been classified as repurchase agreements.

i
Cash and Cash Equivalents

Cash and cash equivalents comprise cash at banks and in hand and short-term deposits with an original
maturity of three months or less.

Restricted Cash

Restricted cash comprises margin account balances held by derivative counterparties as collateral for
forward foreign exchange contracts, as well|as cash held by the trustees of CDO 1, 11 and 1 securitisations
as a reserve for future trustee expenses. As|such, these funds are not available for use by the Group.

Investment Properties

Investment properties comprise land and buildings. In accordance with 1AS 40, property held to earn rentals
and/or for capital appreciation is categorised as investment property. Investment property is initially
recognised at cost, being the fair value of the consideration given, including real estate transfer taxes,
professional advisory fees and other acquisition costs. After initial recognition, investment properties are
measured at fair value, with unrealised gains and losses recognised in the consolidated income statement.

The value of investment properties incorporates five properties which are held by the Company under
finance or operating leases. An associated hability is recognised at an amount equal to the fatr value of the
leased property or. if lower, the present value of the minimum lease payments, determined at the inception of
the lease.

Fair values for all investment properties have been determined by reference to the existing rental income and
operating expenses for each property and the current market conditions in each geographical market. Fair
values also incorporate current valuation as!@umptions which are considered reasonable and supportable by
willing and knowledgeable parties.

Deferred Financing Costs

Deferred financing costs represent costs ass
the term of such financing using the effectj

Interest-Bearing Loans and Borrowings

All loans and borrowings, including the Ca
value, being the fair value of consideratio
subsequently stated at amortised cost; any

ociated with the issuance of financings and are amortised over
ve interest rate method.

mpany’s repurchase agreements. are initially recognised at fair
n received, net of transaction costs incurred. Borrowings are
difference between proceeds net of transaction costs and the

redemption value is recognised in the incom
interest method.

e statement over the period of the borrowings using the effective

Minority Interests

Minority interests represent interests held by outside parties in the Company’s consolidated subsidiaries.

Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured.

Interest income and expenses are recognised in the income statement as they accrue, taking into account the
effective yield of the asset/liability or an aﬁ)plicab]e floating rate. Interest income and expense include the
amortisation of any discount or premium or other differences between the initial carrying amount of an
interest bearing instrument and its amount lat maturity calculated on an effective interest rate basis.

Rental income is recognised on an accrua].s: basis.




Income Tax

The Company is a Guernsey, Channel Islands limited company and is not subject to taxation. The
company’s subsidiaries, EFL, CDO I, CDO 1 and CDO I are Irish registered companies and are structured
to qualify as securitisation companies under section 110 of the Taxes Consolidation Act 1997. It is envisaged
that these companies will generate minimal net income for Irish income tax purposes and no provision for
income taxes has been made for these companies.

The Company’s German subsidiary companies, Longwave and Shortwave, are subject to German income tax
on income arising from its investment properties, after the deduction of allowable debt financing costs and
other allowable expenses. The taxation accrual for the six months ended 30 June 2005 relates to these
subsidiaries.

Foreign Currency Translation

The functional and presentation currency of the Company and its subsidiaries is the euro. Transactions in
foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange ruling at the balance sheet date. All differences are taken to the
consolidated income statement. Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rate as at the date of initial transaction. Non-monetary
items measured at fair value in a foreign currency are translated using the exchange rates at the date when
the fair value was determined.

Share-Based Payments

Share-based payments are accounted for based on their fair value on grant date. In accordance with the
transitional provisions of IFRS 2, Share-Based Payment the Company has restated the comparative
information by way of adjusting the opening balance of equity for earlier periods. The effect of the
transitional provisions is in compliance with IAS 8. Accounting Policies, Changes in Accounting Estimates
and Errors.

OTHER OPERATING EXPENSES

Unaudited Unaudited
Half Year to Half Year to
30 June 2005 30 June 2004

€000 €000
Professional fees 795 397
Management fees 1,449 641
Incentive fees 1,456 —
Other 400 137
4,100 1,175

AVAILABLE-FOR-SALE SECURITIES
The following is a summary of the Company’s available-for-sale securities at 30 June 2005.

Weighted Average

Current . . .
Face  Amortised _Cross Unrealised  cgppyin, S&P Maturity
Amount Cost Basis Gains  Losses Value  Rating  Coupon  Yield (Years)
€000 €000 €000 €000 €000
Portfolio 1
CMBS 159,288 159,197 2,002 62y 161,137 BBB 3.96% 4.00% 3.31
Other ABS 231,583 231,761 3,492 (91) 235,162 A- 4.04%  4.04% 345

390.871 390.958 5494 (153) 396,299 BBB+ 401% 4.02%

Portfolio 11

CMBS 136,254 135,687 847 (107) 136427 BBB 346%  3.51% 5.10
Other ABS 119,727 120,316 684 (324) 120,676 BBB 4.03%  3.94% 4.36
255981 256.003 1,531 (431)  257.103 BBB 3.73% 1% 4.75




Weighted Average

Current .
Face  Amortised _Gross Unrealised ¢ pping S&P
Amount  Cost Basis Gains  Losses Valve  Rating  Coupon
€000 €000 €000 €000 €600
Portfolio I1I
CMBS 116,563 116,782 1,199 (136) 117.845 BBB- 431%
Other ABS 106,547 105,894 1.754 (241) 107,407 BBB 4.08%
223,110 222,(;76 2953 (377) 225252 BBB 4.20%
Total Portfolio 869.962 869,637 9,978 (961)  878.654 BBB 3.98%
Other Securities E
CMBS 156,460 155,5}38 429 (249) 155,718 BBB+ 347%
Other ABS 42,993 43,140 155 (100) 43,195 A+ 3.18%
199.453 198,678 584 (349) 198.913 A- 3.41%
1.069,415 1.068,3} 15 10,562 (1,310) 1.077,567 BBB+ 3.87%
Short-Term Investments
Certificate of deposit 103.600 103.600 — — 103.600 A-l+ n/a
Total 1,173,015 1.17],“?15 10,562 (1,310) 1,181,167
Restricted Cash 32,218
Total Asset Backed
Securities (including cash
to be invested) (unaudited) 1,213,385

Note:
CMBS — Commercial Mortgage Backed Securities

Other ABS — Other Asset Backed Securities
The securities within Portfolio I, 11 and 1I1

Asset backed securities, available for sale at
sale and repurchase agreements. In acco
Recognition and Measurement, effective 1 ]
securities as follows:

Asset backed securities, available for sale
Asset backed securities pledged under repu
Total asset backed securities

Cumulative net unrealised gains on availak
statement of changes in equity were as foll

Unrealised gains on available-for-sale secur
Unrealised losses on available-for-sale secu

includes cash to be invested)
rchase agreements

OWS:

ities
rities

Unrealised (loss)/gain on hedge instruments (Note 14)

Maturity
Yield (Years)
4.33% 4.24
4.37% 2.94
4.34% 3.62
4.01% 3.85
3.55% 236
3.12% 71
3.46%
3.91% 3.63
1.97% 0.1

are encumbered by CDO securitisations (Note 8).

fair value of €289.7 million have been pledged to third parties in
rdance with the revisions to IAS 39 Financial Instruments:
anuary 2005, these securities have been reclassitied as pledged

Unaudited
30 June 2005 31 December 2004
€000 €000
923,682 796,522
289,703 467,962
1,213,385 1,264,484

le for-sale-securities and hedge instruments recognised in the

Unaudited
30 June 2005 31 December 2004
€000 €000
10,562 7,833
(1,310) (1,229)
(6,179) 713
3,073 7,317




REAL ESTATE LOANS

Current  Amortised Gross Weighted Average
Face Cost _ Unrealised  cyrrving  S&P Maturity
Amount Basis  Gains  Losses Value Rating Coupon  Yield (Years)
€000 €000 €000 €000 €000

Real estate loans 47,485 47,239 —_ —  47.239 1y 682% 827% 3.91

Note:

(1} Included in real estate loans are loans with a total current face amount of €24.2 million and with an average rating of BB- from
Standard and Poors.

Real estate loans with a carrying value of €14.07 million have been pledged to third parties in sale and
repurchase agreements. In accordance with the revisions to IAS 39 Financial Instruments: Recognition and
Measurement, effective | January 2005, these loans have been reclassified as pledged assets as follows:

Unaudited
30 June 2005 31 December 2004
€000 €000
Real estate loans 33,170 21,938
Real estate loans pledged under repurchase agreements 14,069 —
Total real estate loans 47,239 21,938
OTHER ASSETS
Unaudited
30 June 2005 31 December 2004
€000 €000
Interest receivable 11,379 7,800
Rent receivable 702 344
Deferred financing costs — 217
Prepaid insurance 36 227
Derivative assets 76 990
Unsettled security transactions 417 —
Other assets 308 —
12918 9,578

Deferred financing costs represented costs associated with the issuance of a collateralised debt obligation
and were offset against the proceeds of the issuance.

INVESTMENT PROPERTIES

The table below shows the items aggregated under investment property in the consolidated balance sheet:

Land & Leasehold

Buildings Property Total
€000
(unaudited)
At 1 January 2005 303,480 15,034 318,514
Additions 404 20 424
Increase in fair value 446 67 513
At 30 June 2005 304,330 15,121 319,451

The property portfolio consists of 96 office and retail assets located throughout metropolitan and regional
Germany, predominantly in western Germany. The properties were acquired from Deutsche Bank, which
remains the largest occupant of the portfolio, occupying approximately 52% of the portfolio by area.
Deutsche Bank’s weighted average unexpired lease term is 7.0 years.

Fair values of the investment properties have been assessed by the company based on a valuation carried out
by external valuers.
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BONDS PAYABLE
CDO Bonds
As at 30 June 2005 (unaudited)

Weighted

Weighted Average

Current Face Carrying Average Cost Maturity

Class Rating Amount Amount of Financing (in years)
€000 €000

A, B and C Notes AAAJAATA 799,058 789,563 2.63% 8.6

As at 31 December 2004

Weighted

Weighted Average

Current Face Carrying Average Cost Maturity

Class Rating Amount Amount of Financing (in years)
| €000 €000

A and B Notes AAA/AA 351.000 347,877 2.78% 7.3

None of the CDO bonds are due to be repaid within one year of the balance sheet date.

BANK BORROWINGS

The bank borrowings comprises of:

Warehouse borrowing
Term finance
Revolving credit facility

Warehouse Borrowings

(Note 9.1)
(Note 9.2)
(Note 9.3)

Unaudited
30 June 2005 31 December 2004
€000 ‘ €000
— 350,843
244 004 244,006
— 14,000
244,004 608,849

In July 2004, through its subsidiaries CDO II and CDO 111, the Company exercised its option to purchase
securities under the securities portfolio contract for an aggregate purchase price of approximately
€77.5 million. The Company financed the purchaie price through a revolving credit facility arrangement
with a major investment bank, whereby the securmes purchased, along with subsequent securities acquired,
were financed and held in a custody account by the bank. The Company used this credit facility as a means
of accumulating securities intended to be uséd in future securitisation transactions. The Company completed
the securitisation of CDO 111 on 28 April|2005 and the securitisation of CDO 11 on 5 May 2005. The
proceeds of the securitisation issues allowed!the CDO II and CDO III warehouse borrowings to be repaid in

full during the period.

The terms of the credit facility provided for interest to be calculated with reference to floating rate
benchmarks (i.e. Euribor or Sterling Libor)|plus 75 basis points.

Term Financing for Investment Properties

On 23 December 2004, in order to finance the acquisition of investment properties the Company’s
subsidiaries entered into a €246.5 million term loan facility with a major real estate lending bank. The
factlity is secured in the customary manner for German real estate lending, granting security over, inter alia,

all the real estate purchased as well as over

rental streams and bank accounts. The term of the facility is

8.1 years with final maturity in April 2013, The interest rate on the loan is Euribor + 1.18% p.a, payable

quarterly.

Revolving Credit Facility

In December 2004, the Company entered into a revolving €35 million credit facility with a major investment
bank as a means of securing access to temporary working capital. The facility is secured by receivables
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11

12

flowing from CDO I, CDO 11, CDO 1l and EFL and with security assignments of the Company’s rights
under its management agreement with Fortress Investment Group LLC. The facility contains a number of
financial covenants including a maximum leverage ratio and a minimum interest cover ratio. The interest rate
on drawn amounts is Euribor + 2.5% p.a.. while on undrawn amounts it is 0.5% p.a. The facility was
increased to €50 million on 26 May 2005.

REPURCHASE AGREEMENTS

In 2004, the Company’s consolidated subsidiary EFL entered into a master repurchase agreement with
certain major investment banks to finance the purchase of available-for-sale securities. The obligations under
those agreements are guaranteed by the Company. The terms of the repurchase agreements provide for
interest to be calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) which
reset or roll monthly or quarterly, with the corresponding security coupon payment dates, plus an applicable
spread.

The Company’s carrying amount and weighted average financing cost of these repurchase agreements was
approximately €303.8 million and 2.33%, respectively at 30 June 2005.

TRADE AND OTHER PAYABLES

Unaudited

30 June 31 December

2005 2004

€000 €000

Security deposit 5,006 5,000
Unsettled security purchases 20,336 254,051
Interest payable 6.551 2,283
Accrued expenses 3,393 2,264
Due to affiliates — Manager 1,971 237
Derivative labilities 6.179 —
Finance & operating lease payable 2,886 2,925
Other payables 134 127
46,456 266,887

EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of shares of ordinary stock outstanding during the period.

Diluted earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of ordinary shares outstanding plus the additional dilutive effect of potential
ordinary shares during the period.

The Company’s potential ordinary shares during the period were the stock options issued under its share
option plan.

There have been no other transactions involving ordinary shares or potential ordinary shares since the
reporting date and before the completion of the financial statements.

The following is a reconciliation of the weighted average number of ordinary shares outstanding on a diluted
basis.

Unaudited Unaudited

Six Months Six Months

Ended Ended

30 June 30 June

2005 2004

Weighted average number of ordinary shares, outstanding basic 18,529,515 11,930,263
Dilutive effect of ordinary share options 724,450 25,352
Weighted average number of ordinary shares outstanding, diluted 19,253,965  11.955,615
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SHARE CAPITAL AND RESERVES

The Company was registered in Guernsey on 8 August 2003 under the provisions of the Companies
(Guernsey) Law, 1994 (as amended). On 21 October 2003, the Company issued 118,576,700 shares at €1.00
each. Pursuant to a written resolution of the Company dated 18 June 2004 the Shareholders resolved to
receive one share for every ten shares previously held by them. In June 2004, through its initial public
offering, the Company received subscn'ptio!ns for and issued 6,600,000 ordinary shares at a price of €12
each. At the same time, the Company issued 5,000 shares to Paolo Bassi and 1,000 shares to Keith Dorrian
in their capacity as Directors of the Compan’y‘ The shares issued to the Directors were non-cash shares, and
were issued with nil proceeds. In April 2005; the Company issued a further 5,000 shares to Paolo Bassi and
1,000 to Keith Dorrian in their capacity as Directors of the company for nil proceeds. On 29 June 2005 the
Company made a second public offering and issued 5.740,000 ordinary shares at a price of €17.25 each.
After issue costs, the secondary offering raised €95 million for the Company.

Under the Company’s Articles of Association, the Directors have the authority to effect the issuance of
additional ordinary shares or to create new [classes of shares as they deem necessary.
Other Reserves

Other reserves represent the fair value of
December 2003, June 2004 and June 2005.

share options at the grant date, granted to the Manager in

HEDGE ACCOUNTING — CASH FLOW HEDGES OF INTEREST RATE RISK

The Company’s policy is to hedge its exposure to interest rates and foreign currencies on a case-by-case
basis. Hedge accounting is only applied to|cash flow hedges of interest rate risk exposures. Interest rate
swaps under which the Company pays a fixed rate and receives a floating rate have been used to hedge the
interest rate risk on floating rate long-term bank borrowing.

The gain or loss on measurement of the fair value of the interest rate swaps has been recognised in the
statement of changes in equity to the extent that the swaps are effective.

The details of interest rate swaps entered into by the Company are as follows:

Unaudited 31 December

30 June 2005 2004

€000 €000

Nominal amount 210,000 210,000
Pay rate 347% 347%
Receive rate 3 Month Euribor 3 Month Euribor
Remaining life 7.8 years 8.3 years
Fair value of swaps (liabilities)/assets (6,179 713

SHARE OPTION PLAN

In December 2003. the Company (with the approval of the Board of Directors and pursuant to the
confidential information memorandum dated August 2003) adopted a nonqualified share option plan (the
“Company Option Plan™) for officers, Directors, employees. consultants and advisors, including the
Manager. In December 2003, for the purpgose of compensating the Manager for its successful efforts in
raising capital for the Company, the Manager was granted options representing the right to acquire
1,185,767 ordinary shares at an exercise price of €10 per share (number of shares and exercise price adjusted
for share consolidation). The fair value of thef options at the date of grant was €0.2 million and was estimated
by reference to an option pricing model.

In June 2004 following the 1PO, the Manager was granted an additional 660,000 options at an exercise price

of €12 per share. The fair value of the additi
estimated by reference to an option pricing 1r
Manager was granted an additional 574,000
of the additional options at the date of grant
equal to 10% of the ordinary shares issued b

onal options at the date of grant was €0.2 million and was also
odel. In June 2005 following the secondary public offering, the
options at an exercise price of €17.25 per share. The fair value
was €0.6 million. The Manager’s options represent an amount
y the Company. The options granted to the Manager were fully

vested on the date of grant and expire ten years from the date of issuance.

The fair value at the date of grant of option

s granted to the Manager has been offset against the proceeds

from issuance of ordinary shares as the grant of options is a cost of capital.
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DIVIDENDS PAID & DECLARED

Unaudited
Six Months
ended
Ended
30 June
2005
€609
Paid during the 6 months ended 30 June 2005:
Equity dividends on ordinary shares:
Fourth quarter dividend for 2004: €0.33 (2003: nil) 6,093
First quarter dividend for 2005: €0.33 (2004: nil) 6,095
12,188
Second quarter dividend declared on 14 June 2005: €0.35 (2004: nil) 6,464

SUBSEQUENT EVENTS

Subsequent to the half vear end, the Company invested approximately €184 million in assets backed by a
portfolio of commercial properties under long-term leases with the Italian government. Consistent with the
Company’s policy of match funding, this investment has been term financed on a fixed rate basis. In
addition, the Company has established a €400 million three year extendable revolving credit facility under
which €168.7 million of assets are currently financed.




PART XI

UNAUDITED RESULTS FOR THE NINE MONTH PERIOD ENDED 30 SEPTEMBER 2005

The financial information set out below has been extracted, without material adjustment, from the unaudited
od ended 30 September 2005. The financial statements of the

results for the Company for the nine-month per
Company are prepared under International Finan

EUROCASTLE INVESTMENT LIMITED
Financial Report for the nine months ended 3

Nine Months 2005 Highlights

cial Reporting Standards (IFRS).

0 September 2005

*  Share offer completed in June 2005, raising net proceeds of €95 million

* Increased dividend by 12.1% from €0.33 per share in Q1 to €0.37 per share in Q3

¢ Completed two further non-recourse term financings for target real estate debt portfolios of £200 million
t .

and €400 million ‘
|

* Net profit after taxation of €29.6 million for the nine months, or €1.39 per diluted share

* Funds from operations (“FFO") of €22

* FFO return on average invested capital was 12.7%.

Third Quarter 2005 Highlights
* Total assets amounted to €1,927.7 milli¢

* Equity book value total of €306.2 milli

n at the quarter end

n. or €12.65 per share

* Net profit after taxation of €16.4 mi]lio? for the quarter, or €0.65 per diluted share

s
* FFO of €9.3 million, or €0.37 per diluted share

¢ Third quarter dividend of €0.37 per sha

* FFO retum on average invested capital

Selected Financial Data

(amounts in €000,
except share data and supplemental data)
Operating Data

Net profit after taxation

Earnings per diluted share

FFO

FFO per diluted share

Weighted average number of shares outstanding,

Balance Sheet Data

Asset backed securities (includes cash to be invested and securities pledged under

repurchase agreements)
Real estate loans (includes loans pledged under
Investment property
Real estate fund units
Cash and cash equivalents
Total assets
Debt obligations
Shareholders™ equity

during the quarter was 12.5%.

Three Months

re, to be paid on 11 November 2005

Nine Months

0 million for the nine months, or €1.04 per diluted share

Nine Months

Ended Ended Ended

30 September 30 September 30 September

2005 2005 2004

16,352 29,567 6,970

0.65 1.39 0.49

9,298 22.000 6,970

0.37 1.04 0.49

diluted 25,046,485 21,206,023 14,302,043
As of As of

30 September 31 December

2005 ' 2004

_ 1,203,752 1,264,484

repurchase agreements) 99,632 21,938
398,042 318,514

181,992 —

17,500 10,293

1,927,734 1,627,619

1,550,281 1,154,310

306,237 206,420



Reconciliation of Funds from Operations (FFO) to net profit after taxation

Three Months Nine Months Nine Months

Ended Ended Ended

30 September 30 September 30 September

2005 2005 2004

Net profit after taxation 16,352 29,567 6,970
Decrease/(increase) in fair value of investment properties 68 (445) —
Increase in fair value of real estate fund units (7,122) (7.122) —
Funds from operations (FFO) 9,298 22,000 6,970

FFO is an appropriate measure of the underlying operating performance of real estate companies because it
provides investors with information regarding our ability to service debt and make capital expenditures.
Furthermore, FFO is used to compute our incentive compensation to our manager. FFO, for our purposes,
represents net profit after taxation (computed in accordance with IFRS), excluding changes in the fair value of
investment properties and mark to market fluctuations in real estate fund units. We consider gains and losses on
resolution of our investments to be a normal part of our recurring operations and therefore do not exclude such
gains and losses when arriving at FFO. FFO does not represent cash generated from operating activities in
accordance with IFRS and therefore should not be considered an alternative to cash flow as a measure of
liquidity, and is not necessarily indicative of cash available to fund cash needs. Our calculation of FFO may be
different from the calculation used by other companies and, therefore, comparability may be limited.

Supplemental Total Real Estate and Other ABS Securities and Real Estate Loans Data

As of As of
30 September 31 December
2005 2004
Total debt investinents (excluding restricted cash) 1,278,683 1,023,218
Weighted average asset yield 4.06%* 4.18%
Weighted average liability cost 2.72% 2.735
Weighted average net spread 1.34% 1.45%
Weighted average credit rating BBB+ BBB+
Weighted average asset credit spread (above Euribor) 1.95%% 1.99%
Percentage investment grade of securities portfolio 92% 93%
Number of securities and loans 106 87
* includes assets and liabilities referenced under a total return swap
Supplemental Total Credit Leased Real Estate Data
As of As of
30 September 31 December
2005 2004
Investment properties at fair value 398,042 318,514
Real estate fund units 181,992 —
Total investment in credit leased real estate assets 580,034 318,514
Weighted average asset yield 7.99% 7.10%
Weighted average liability cost 4.78% 4.56%
Weighted average net spread 321% 2.54%
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EUROCASTLE INVESTMENT LIMITED A%\’D SUBSIDIARIES
|

CHAIRMAN’S STATEMENT i
Overview

Eurocastle Investment Limited (LSE: EC
30 September 2005 of €16.4 million, or €0.65 per

T) reports net profit after taxation for the quarter ended
diluted share, as compared to €3.2 million, or €0.17 per diluted

share, for the third quarter of 2004. The Company also reports net profit after taxation for the nine months ended

30 September 2005 of €29.6 million, or €1.39 per
share, for the first nine months of 2004. Fund

diluted share, as compared to €7.0 million, or €0.49 per diluted
s from operations (or FFO) amounted to €22.0 million and

€9.3 million, respectively, for the nine months and quarter ended 30 September 2005. This amount excludes a
€7 million increase in the fair value of the Compefmy's credit-leased real estate classified as investment properties
and real estate fund units. Eurocastle generated afn FFO retum on average invested common equity of 12.5% for
the quarter, and 12.7% for the nine months, ended 30 September 2005. As of 30 September 2005, the Company s

shareholders’ equity was €306.2 million or €12.

65 per outstanding share, as compared to €203.3 million, or

€11.01 per outstanding share, as of 30 Septembe?r 2004.

t
Eurocastle’s core business strategy is to in?est in and manage a diverse portfolio consisting primarily of
European credit-leased real estate and European real estate related debt. Based on current opportunities, we see
the increased emphasis on investment in the c}redit-leased real estate side of our business continuing. The

Company’s objective is to deliver stable anq

growing dividends and attractive risk-adjusted returns to

shareholders by optimizing the difference between the yield on investments and the cost of financing these

investments. Since Eurocastle’s IPO in June 2@()4 the Company’s

annualized dividend to shareholders has

increased by approximately 23% from €1.20 to €1 A8 per share.

Eurocastle was very active on the mvestment side during the third quarter and has built a strong pipeline of
accretive investments for the near term. Subﬂtannallv all of the proceeds from Eurocastle’s equity capital raise in

June 2005 have been invested or committed to inv
raise additional capital.

Third Quarter 2005 Dividend -

estment. Accordingly, Eurocastle expects to be back shortly to

Eurocastle aims to pay out substantially all ot its funds from operations in the form of quarterly dividends to
shareholders. On 18 October 2005, the Board of Plrectoxs declared a dividend of €0.37 per share for the quarter
ended 30 September. an increase of €0.02 per share from the prior quarter. The record date for this increased

dividend was 28 October 2005 and the payment

Investment Activity

Credit-Leased Real Estate Investment Portfolio

Eurocastle has made significant progress

date is 11 November 2005,

n growing its European credit-leased real estate investment

portfolio, which comprises investment properties and real estate fund units. During the third quarter, the

Company purchased approximately €254 million
These purchases, which are described below, br

of credit leased real estate investments in Germany and Italy.
ught directly or indirectly Eurocastle’s total credit-leased real

estate investments to €580 million at 30 September 2005, or 31% of the Company’s total investment portfolio.

(i) Investment Properties

During the third quarter. the Company

purchased 30 recently developed German retail stores for

approximately €79 million. The stores are well-located throughout Germany and are leased on a long-term basis

to a number of leading German grocery retailers.
of intent from vendors to sell 47 other Gern
transactions are expected to close in the fourth
investment portfolio to approximately €700 milhi

(ii) Real Estate Fund Units

In addition, Eurocastle has agreed to acquire or received letters
an retail properties for approximately €134 million. These
quarter 2005, increasing Eurocastle’s credit-leased real estate
on.

In July 2005, Eurocastle purchased a €175 million interest (net of accrued income) in a real estate

investment fund that owns a portfolio of 394 pro
term lease agreements with Italian government a

perties in ltaly. The properties are 100% occupied under long-
eencies.
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Real Estate Debt Portfolio

In the nine months ended 30 September 2003, Eurocastle purchased approximately €391 million of real
estate related securities and €77 million of real estate related loans, with approximately €240 million in face
amount of real estate related securities and real estate loans having been purchased during the quarter ended
30 September 2005. The securities purchased during the quarter had an average credit rating of BBB and an
average credit spread above Euribor of 1.15% Purchases of CMBS in the third quarter amounted to €66.6 million,
with an average spread of 1.19% and average rating of BBB. RMBS purchases in the third quarter amounted to
€84.0 million, with an average spread of 0.87% and average rating of BBB+. Other ABS purchases in the third
quarter amounted to €35.5 million, with an average spread of 1.78% and average rating of BB+. Real estate
related loans purchased amounted to €53.5 million with an average spread of 2.66%.

After allowing for sales of securities and principal redemptions, the net increase in face amount of real estate
related securities and real estate related loans during the third quarter was €155.7 million, raising the amount of
these investments from €1.1 billion at the last quarter end to approximately €1.3 billion at 30 September 2005, an
increase of approximately 14%.

The European real estate debt markets remain strong with record-level new issuances. The Company expects
this growth to continue to provide significant accretive investment opportunities in real estate related debt.
Attractive opportunities to invest in the B-Note and mezzanine loan markets are increasing as this market expands
in Europe and we were able to grow the portfolio of these loans by 111% in the third quarter. Eurocastle has
developed a robust pipeline of these securities and loan investments for the near term.

Capital Markets

During the second quarter, Eurocastle successfully completed a public offering of 5,740,000 shares resulting
in gross proceeds to the Company of approximately €99 million (net proceeds €95 million).

On 14 July 2005, Eurocastle established a €400 million three year extendable revolving credit facility. This
facility was used to refinance a significant part of the portfolic previously financed under short-term repurchase
agreements, and is being used to acquire further real estate debt. At 30 September 20035, approximately
€161.9 million had been drawn under this facility.

During the third quarter, Eurocastle financed its credit-leased real estate investment purchases with fixed rate
term loans, which has eliminated exposure to increased interest rates. This is consistent with our objective of
locking in the spread between the yield on our investments and the cost of financing those investments.

Investment Portfolio
Credit-Leased Real Estate Investment Portfolio

As of 30 September 2005, Eurocastle owned an approximately €580 million portfolio of credit-leased real
estate investments, comprising investment properties of €398 million and real estate fund units of €182 million.
This portfolio represents 30% of the Company’s total assets.

(i) Investiment Properties

The credit-leased real estate portfolio included €318 million of German bank properties purchased in
December 2004 and €80 million of German retail stores. The German bank investment consists of 96 properties,
or approximately 295,000 square meters of office space, which is leased primarily to Deutsche Bank for an
average of 6.4 years. Since acquiring the portfolio in December 2004, Eurocastie has added 16 new leases,
bringing the total occupancy of this portfolio to approximately 76% The Company also owns 30 recently
developed German retail properties. These properties are located in popular sites throughout Germany and are
leased to some of the country’s largest grocery retailers for an average term of approximately 11 years.

(ii) Real Estate Fund Units
Eurocastle has a €182 million interest in a real estate investment fund that owns a portfolio of 394 Italian
properties. The properties are let to Italian government agencies. The original term of the lease agreement is

9 years, automatically renewable for a further 9 years. The properties have a total occupancy of 100%.
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Real Estate Debt Portfolio

As of 30 September 2005, Eurocastle’s tota
represents approximately 68% of the Company’s

real estate debt portfolio of approximately €1.3 billion, which
total assets, included €604.8 million of CMBS, €574.2 million

of other asset backed securities, €99.6 million of loans and €24.7 million of cash held pending investment in
additional real estate related debt. The real estate debt portfolio is well diversified with 106 securities and loans
and an average life of approximately 4.06 years: approximately 96% of the portfolio comprises floating-rate
securities. The portfolio is geographically diversifiied with direct exposures of 52% in the UK, 13% in Italy, 1% in
Germany, 11% Pan European and 5% in France! The average credit quality of the securities portfolio is BBB+
and approximately 92% of the securities are rated investment grade. The portfolio’s weighted average credit
spread was approximately 1.95% as of 30 September 2005.

Eurocastle’s real estate debt portfolio has continued to perform well. As of 30 September 2005, none of the
Company’s securities or loans have defau]ted,land there have been no principal losses to date. Eurocastle
continues to seek investments that will generate superior risk-adjusted returns with a long-term objective of
capital preservation and earnings stability in varying interest rate and credit cycles.

i
|
About Eurocastle t

Eurocastle Investment Limited is a Euro~dejnominated Guernsey closed-end investment company listed on

the London Stock Exchange as a property investment company. The Company invests in and manages a diverse

portfolio consisting primarily of European cred
managed by Fortress Investment Group LLC, a
approximately US$15 billion of equity capital

Eurocastle and to be added to our email distribu

Conference Call

it-leased real estate and real estate related debt. Eurocastle is
global alternative investment and asset management firm with
currently under managenient. For more information regarding
tion list, please visit www.eurocastleinv.com.

Management will conduct a conference cal] on Wednesday, 2 November 2005 to review the Company’s
financial results for the quarter ended 30 September 2005. The conference call is scheduled for 1:00 P.M. London

time (8:00 A.M. New York time). All interested p
the conference call by dialling +1-866-323-3742
U.S.) ten minutes prior to the scheduled start of

arties are welcome to participate on the live call. You can access
(from within the U.S.) or +1-706-643-0550 (from outside of the
the call: please reference “Eurocastle Third Quarter Earnings

Call.”

For those who are not available to listen to the live call, a replay will be available until 11:59 P.M. New York
time on 18 November 2005 by dialling +1-800-642-1687 (from within the U.S.) or +1-706-645-9291 (from
outside of the U.S.); please reference access code “1596968.”




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES
INDEPENDENT REVIEW REPORT TO EUROCASTLE INVESTMENT LIMITED

Introduction

We have been instructed by the Company to review the financial information for the nine months ended
30 September 2005 which comprises Consolidated Income Statements, Consolidated Balance Sheets,
Consolidated Statements of Cash Flows, Consolidated Statements of Changes in Equity and the related notes 1
to 18. We have read the other information contained in the interim report and considered whether it contains any
apparent misstatements or material inconsistencies with the financial information.

This report is made solely to the Company in accordance with guidance contained in Bulletin 1999/4
‘Review of interim financial information’ issued by the United Kingdom Auditing Practices Board. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the Company, for our
work, for this report, or for the conclusions we have formed.

Directors’ responsibilities

The interim report, including the financial information contained therein, is the responsibility of, and has
been approved by the directors. The directors are responsible for preparing the interim report in accordance with
the Listing Rules of the Financial Services Authority which require that the accounting policies and presentation
applied to interim figures should be consistent with those applied in preparing the preceding annual accounts
except where any changes, and the reasons for them, are disclosed.

Review work performed

We conducted our review in accordance with guidance contained in Bulletin 1994/4 ‘Review of interim
financial information” issued by the Auditing Practices Board for use in the United Kingdom. A review consists
principally of making enguiries of group management and applying analytical procedures to the financial
information and underlying financial data, and based thereon, assessing whether the accounting policies and
presentation have been consistently applied, unless otherwise disclosed. A review excludes audit procedures such
as tests of controls and verification of assets, liabilities and transactions. It is substantially less in scope than an
audit performed in accordance with United Kingdom Auditing Standards and therefore provides a lower level of
assurance than an audit. Accordingly we do not express an audit opinion on the financial information.

Review conclusion

On the basis of our review we are not aware of any material modifications that should be made to the
financial information as presented for the nine months ended 30 September 2005.

Ernst & Young LLP
London

01 November 2005
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT

Operating income

Interest income

Rental income

Unrealised gain on securities portfolio
contract

Real estate fund unit interest income

Realised gain on disposal of available-
for-sale securities

Realised gain on disposal of investment
properties

(Decrease)/Increase in fair value of
investment properties

Increase in fair value of real estate fund
unit

Increase in fair value of total return swap

Total operating income

Operating expenses

Interest expense

Losses on foreign currency contracts/
currency translation

Property expenses

Other operating expenses

Total operating expenses

Profit on ordinary activities before
taxation

Taxation expense

Net profit after taxation

Earnings per ordinary share (adjosted
for share consolidation)

Basic

Diluted

Weighted average ordinary shares
outstanding (adjusted for share
consolidation)

Basic

Diluted

See notes to the consolidated interim financial s

Unaudited Unaudited Unaudited Unaudited

Three Months Nine Months Three Months Nine Months

Ended Ended Ended Ended

30 September 30 September 30 September 30 September

Notes 2005 2005 2004 2004

‘ €000 €000 €000 €000

16,970 47,408 9.020 11,784

6,408 19,063 — —

— — 84 4,140

3,607 3.607 — —

380 2,233 — —

731 731 — —

(68) 445 — —

7,122 7.122 — —

428 428 — —

35,578 81.037 9,104 15,924

14,876 40,371 4,512 6,320

314 1,473 230 280

917 2,120 — o

3 2,529 6,629 1,179 2,354

18.636 50,593 5,921 8,954

16,942 30,444 3,183 6,970

4 590 877 — —

16,352 29.567 3,183 6,970

14 0.68 1.45 0.17 0.49

14 0.65 1.39 0.17 0.49

15 24,209,670 20,443,707 18,463,670 14,140,801

15 25,046,485 21,206,023 18.943,733 14,302,043
atements
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

Assets

Cash and cash equivalents

Restricted cash

Asset backed securities, available-for-sale (includes cash to be invested)
Asset backed securities pledged under repurchase agreements

Real estate related loans

Real estate related loans pledged under repurchase agreements

Real estate fund units

Investment property

Other assets

Total assets

Equity and Liabilities

Capital and Reserves

Issued capital, no par value, unlimited number of shares authorised,
24,209,670 shares issued and outstanding at 30 September 2005
Net unrealised gain on available-for-sale securities
Hedging reserve
Accumulated profit
Other reserves
Total equity

Minority Interests

Liabilities

CDO bonds payable

Bank borrowings

Repurchase agreements

Taxation payable

Trade and other payables

Total liabilities
Total equity and habilities

See notes to the consolidated interim financial statements
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Unaudited
30 September 31 December
Notes 2005 2004
€000 €000
17,500 10,293
1,879 2,812
5 1,143,354 796,522
5 60,398 467,962
6 63,328 21,938
6 36,304 —
8 181,992 —
9 398.042 318,514
7 24,937 9,578
1,927,734 1,627,619
15 286.814 192,309
5 7,070 6,604
5,16 (5,976) 713
17,309 6,394
15 1,020 400
306,237 206,420
2 2
10 863,055 347,877
11 602,463 608,849
12 84,763 197,584
4 877 —_
13 70,337 266,887
1,621,495 1,421,197
1,927,734 1,627,619




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

Cash Flows From Operating Activities
Net profit before taxation

Adjustments for:

Gain on disposal of investment properties

Unrealised (gain)/loss on foreign currency contracts

Accretion of discounts on securities
Armortisation of borrowing costs
Gain on disposal of available-for-sale securities
Shares granted to Directors
Gain on revaluation of real estate fund units
Revaluation (gain) on investment properties
Net change in operating assets and liabilities:
Decrease/(Increase) in restricted cash
Increase in other assets
Increase in trade and other payables

Net cash flows used in operating activities

Cash Flows From Investing Activities

Securities portfolio contract deposit |

Repayment of securities portfolio contract depos
Repayment of security principal
Additions to investment property
Proceeds from disposal of investment property

it

Acquisition of real estate fund units
Net purchase of available-for-sale securities/loan
Proceeds from sale of available-for-sale-securitie
Net cash flows used in investing activities

Cash Flows From Financing Activities
Proceeds of issuance of ordinary shares

Costs related to issuance of ordinary shares
Proceeds from issuance of bonds

Costs related to issuance of bonds

Borrowings under repurchase agreements
Repayments under warehouse borrowing facility
Net movement of bank borrowings

Dividends paid to shareholders

Net cash flows from financing activities

Net Increase/(Decrease) in Cash and Cash Eq

nivalents

Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

Unaudited
Nine Months to
30 September

Unaudited
Nine Months to
30 September

2005 2004
€000 €000
30,444 6,970
(731) —
(106) (918)
(3,561) (480)
(382) 12]
(2.233) —
108 72
(7.122) -
(445) —
933 (2,273)
(15,966) (5.591)
51,525 10.930
52,464 8,831
— (59,000)
— 119,388
- 9,106
(79,542) —
1.190 —
(174,870) —
(392,494) (866,044)
127.741 ‘ —
(517,975) (796,550)
99,015 138.488
(3,998) (4,745)
520,083 351,000
(4,523) (3.342)
(112.821) 146,683
(350,843) 159,564
344,457 —
(18,652) —
472,718 787,648
7,207 an
10.293 1,690
17.500 1,619



EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Ordinary
Shares Net
(adjusted for Unrealised
share Share Other Gains/  Hedging  Accumulated Total
consolidation) Capital  Reserves (Losses)  Reserves Profit (Loss) Equity
€000 €000 €060 €000 €000 €000
At 1 January 2004 (as previously

reported) 11,857,670 59.027 — — — (98) 58,929
Effect of adopting IFRS 2 — — 200 — - — 200
Costs related to issuance of shares on PO — (200) — — — — (200)
At 1 January 2004 (restated) 11,857,670 58.827 200 — — (98) 58,929
Second capital call on existing shares — 59,288 — — — —-— 59,288
Issuance of ordinary shares on IPO 6,600,000 79,200 — — — —_— 79,200
Effect of adoption of IFRS 2 — fair value

of share options — — 200 — — — 200
Costs related to issuance of ordinary shares

on IPO (including €200k relating to

adoption of IFRS 2) — (4,945) — — — — (4.945)
Issuance of ordinary shares to Directors 6,000 72 — — — — 72
Net unrealised loss on available for sale

securities — — — 3,601 — - 3,601
Net profit — — — — — 6,970 6,970
At 30 September 2004 (restated)

{unaudited) 18,463,670 192,442 400 3,601 — 6,872 203,315
At 1 October 2004 (restated) 18,463.670 192,442 400 3,601 — 6,872 203,315
Costs related to issuance of ordinary shares

on IPO . — (133) — — — —_— (133)
Net unrealised gain on available for sale

securities — e — 3,003 — — 3,003
Net unrealised gain on hedge instruments — — — — 713 — 713
Net gains not recognised in the income

statement — — 400 6,604 713 — 7,717
Net profit for the period - — — — - 5,159 5,159
Total income and expense for the vear — — 400 6,604 713 12.031 19.748
Dividends paid — — — — — (5.539) (5.539)
At 31 December 2004 (restated) 18,463,670 192309 400 6,604 713 6,394 206,420
At I January 2005 18,463,670 192309 400 6,604 713 6.394 206,420
Net unrealised gain on available-for-sale

securities — — — 2,247 — — 2,247
Issuance of shares — June 2005 5,740,000 99,015 o — — — 99,015
Costs related to issue of shares — June

2005 — (3,998) — - — — (3,998)
Issuance of ordinary shares to Directors 6,000 108 — — —_ — 108
Realised Josses reclassified to the income

statement — — —_ 2 — — 2
Realised gains reclassified to the income

statement — —_ — (1.783) — — (1.783)
Net unrealised loss on hedge instruments — — —_— — (6,689) —_— (6,689)
Cost related to issue of options on follow

on share issue — (620) 620 — —_ — —
Net gains not recognised in the income

staterent — — 1,020 7,070 (5,976) — 2,114
Net profit for the period — — — — — 29,567 29,567
Total income and expense for the period — — — 466 (6,689) 29,567 23344
Dividends paid and declared — — — — — (18,652)  (18.652)
At 30 September 2005 (unandited) 24,209.670  286.814 1,020 7,070 (5.976) 17,309 306,237
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EUROCASTLE INVESTMENT LIMITED A

UNAUDITED NOTES TO CONSOLIDATED

1

BACKGROUND

ND SUBSIDIARIES

FINANCIAL STATEMENTS

Eurocastle Investment Limited (the “Company”) was incorporated in Guernsey. Channel Islands on
8 August 2003 and commenced its operations on 21 October 2003. Eurocastle Investment Limited is a Euro
denominated Guernsey closed-end investment company listed on the London Stock Exchange as a property

investment company. The principal activities of the Company include the investing in, financing and

managing of European real estate securities,
estate related assets.

other European asset backed securities, and other European real

The Company is externally managed by its manager, Fortress Investment Group LLC (the “Manager™). The

Company has entered into a management
Manager advises the Company on various
subject to the supervision of the Company’s
its services, the Manager receives an annual
and incentive compensation, as described ir
interest in the Manager.

In October 2003, the Company issued 118,

agreement (the “Management Agreement’) under which the
aspects of its business and manages its day-to-day operations,
Board of Directors. The Company has no direct employees. For
management fee (which includes a reimbursement for expenses)
the Management Agreement. The Company has no ownership

576,700 ordinary shares through a private offering to qualified

investors at a price of €1 per share. Pursuant to a written resolution of the Company dated 18 June 2004, the

shareholders resolved to receive one share

Immediately following this resolution, the
June 2004, the Company issued 6,600,000

in exchange for every ten shares previously held by them.
Manager and its employees held 1,356,870 ordinary shares. In
rdinary shares in its initial public offering at a price of €12.00

per share, for net proceeds of €74.3 million. In June 2005 the Company completed a secondary public
offering issuing 5,740,000 ordinary shares at a price of €17.25 per share, for net proceeds of €95.0 million.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of Compliance

The consolidated financial statements of the; Company have been prepared in accordance with International
Financial Reporting Standards (IFRS). The financial statements are prepared in accordance with I1AS 34
“Interim Financial Statements.” In preparing interim financial statements, the accounting principles applied
reflect the amendments to 1AS and the adoption of new IFRS which became effective from 1 January 2005.
Other than in respect of these changes, exp![ained further below, the interim financial statements have been
prepared under the same accounting principles and methods of computation as in the financial statements as
at 31 December 2004 and for the year then ended. The consolidated financial statements are presented in
euros, the functional currency of the Company, because the Company conducts its business predominantly in
euros.

The changes to IFRS effective 1 January 2005 have had the following impact on the Company’s
consolidated interim financial statements:

IFRS 2 “Share-based payments’”™ — Share options granted in 2003 and 2004 for the purpose of
compensating the Manager for its sv.lccessfu]| efforts in raising capital for the Company have been accounted
for at the fair value on grant date. The fair values of such options at the date of grant have been debited to

equity as the costs of issuance of ordinary shares with comresponding increases in other reserves.

IAS 39 Financial Instruments: Recognition and Measurement — Asset backed securities, available for sale
at fair value of €60 million (31 December 2004: €468.0 million) and real estate loans of €36 million
(31 December 2004: nil) have been pledged éo third parties in sale and repurchase agreements. In accordance
with the revisions 1o 1AS 39 these securities have been reclassified as pledged securities and loans in the
balance sheet.

Both of the above changes in the accounting policies have been made in accordance with the provisions of

IAS 8, Accounting Policies, Changes in
adjustments reflected in the prior period co

Accounting Estimates and Errors with the corresponding
nparatives.
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Basis of Preparation

The consolidated financial statements are prepared on a fair value basis for derivative financial instruments,
investment property, financial assets and liabilities held for trading, and available-for-sale assets. Other
financial assets and liabilities and non-financial assets and liabilities are stated at amortised or historical cost.

Basis of Consolidation

The consolidated financial statements comprise the financial statements of Eurocastle Investment Limited
and its subsidiaries for the nine months ended 30 September 2005. Subsidiaries are consolidated from the
date on which control is transferred to the Company and cease to be consolidated from the date on which
contro] is transferred from the Company.

At 30 September 2005, the Company’s subsidiaries consisted of Eurocastle Funding Limited (“EFL™),
Eurocastle CDO 1 PLC (“CDO 1), Eurocastle CDO II PLC (“CDO II""), Eurocastle CDO 11 PLC
(“CDO H1”") and Eurocastle CDO 1V PLC (*CDO IV”), all limited companies incorporated in Ireland. The
ordinary share capital of EFL is held by outside parties and has no associated voting rights. The Company
retains control over EFL as the sole beneficial holder of secured notes issued by EFL. In accordance with the
Standing Interpretations Committee Interpretation 12 Consolidation — Special Purpose Entities, the
Company consolidates CDO 1, CDO 11, CDO It and CDO 1V as it retains control over these entities and
retains the residual risks of ownership of these entities.

Ewrocastle acquired its German bank branch and office portfolio of investment properties through two
German limited liability companies, Longwave Acquisition GmbH (“Longwave™) and Shortwave
Acquisition GmbH (**Shortwave™) which are held through two Luxembourg companies {(Eurobarbican and
Luxgate), set up as sociétés a responsabilité limitée. Longwave and Shortwave each own German companies
which have been used to hold one or several of the investment properties. These companies were established
as special purpose vehicles limited to holding the single or multiple real estate investment properties
acquired at the end of December 2004. Longwave has 60 subsidiaries and Shortwave has 2 subsidiaries.
Luxgate owns all of the ordinary share capital of Eurobarbican which in turn owns all of the share capital of
Longwave and Shortwave.

Eurocastle acquired retail property in Germany through two German partnerships Bastion Gmbh & Co. KG
(“Bastion”) and Belfry Gmbh & Co. KG (“Belfry”). These two partnerships hold 9 and 21 assets
respectively as at 30 September 2005. Each of the two German partnerships are 100% owned by two
Luxembourg limited partners set up as sociélés a responsabilité limitée (Sarl), each such pair being held
fully by a further Luxembourg Sarl, which in turn is 100% owned by Eurocastle’s principal direct real estate
holding entity, Luxgate Sarl, a subsidiary of Eurocastle Investment Limited.

Eurocastle’s investment in real estate fund units are held by Finial Sarl, a Luxembourg limited company,
which is 100% owned by Luxgate Sarl.

Financial Instruments

Classification

Financial assets and liabilities measured ai fair value through the profit and loss account are those
instruments that the Company principally holds for the purpose of short-term profit taking. These include
securities portfolio contracts, total return swaps, real estate fund units and forward foreign exchange
contracts that are not designated as effective hedging instruments.

Available-for-sale assets are financial assets that are not classified as held for trading purposes. loans and
advances, or held to maturity. Available-for-sale instruments include real estate and other asset backed
securities.

Recognition

The Company recognises financial assets held for trading and available-for-sale assets on the date it commits
to purchase the assets (trade date). From this date any gains and losses arising from changes in fair value of
the assets are recognised.

A financial liability is recognised on the date the Company becomes party to contractual provisions of the
instrument.
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Measurement

Financial instruments are measured initially
measured at fair value through profit and
acquisition or issue of the financial asset or

at fair value plus, in the case of a financial asset or liability not
1 loss, transaction costs that are directly attributable to the
financial liability.

Subsequent to initial recognition all trading instruments and available for sale assets are carried at fair value.

All financial assets other than trading insszments and available-for-sale assets are measured at amortised
cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums and
discounts, including initial transaction costs, are included in the carrying amount of the related instrument
and amortised based on the effective interest rate of the instrument.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet date without
any deduction for transaction costs. If a quot}ed market price is not available, the fair value of the instrument
is estimated using pricing models or discounted cash flow techniques, as applicable.

Where discounted cash flow techniques are|used, estimated future cash flows are based on management’s
best estimates and the discount rate is a market related rate at the balance sheet date for an instrument with
similar terms and conditions. Where pricing models are used, inputs are based on market related measures at
the balance sheet date.

The fair value of derivatives that are not exchange traded is estimated at the amount that the Company would

receive or pay to terminate the contract a
conditions and the current creditworthiness

Gains and losses on subsequent measurem

t the balance sheet date taking into account current market
of the counterparties.

ent

Gains and losses arising from a change in the fair value of trading instruments are recognised directly in the
income statement. Gains and losses arising flom a change in the fair value of available-for-sale securities are
recognised directly in equity until the mvestmem is derecognised (sold, collected, or otherwise disposed of)
or impaired, at which time the cumulative gam or loss previously recognised in equity is included in the
income statement for the period.

Derecognition

A financial asset is derecognised when the G
that asset. This occurs when the rights ar
derecognised when it is extinguished.

ompany loses control over the contractual rights that comprise
e realised, expire or are swrrendered. A financial Hability is

Assets held for trading and avai]ab]e-for-sla]e assets that are sold are derecognised and corresponding
receivables from the buyer for the payment are recognised as of the date the Company commits to sell the

assets. The Company uses the specific identi

Impairment

The Company assesses at each balance sheet
group of financial assets is impaired. A fi

impairment losses are incurred if, and only if,
more events that occurred after the initial recognition of the asset (a

fication method to determine the gain or loss on derecognition.

date whether there is objective evidence that a financial asset or
nancial asset or a group of financial assets is impaired and
there is objective evidence of impairment as a result of one or
“loss event’) and that loss event (or

events) has an impact on the estimated futute cash flows of the financial asset or group of financial assets

that can be reliably estimated.

In the case of financial assets classified as a

vailable-for-sale. a significant or prolonged decline in the fair

value of the security below its cost is Conside:red in determining whether the assets are impaired. If any such
evidence exists for available-for-sale financial assets, the cumulative loss — measured as the difference
between the acquisition cost and the current fair value, less any impairment loss on that financial asset

previously recognised in profit or loss — is removed from equity and recognised in the income statement.

Impairment losses recognised in the incomejstatement on securities and loans are not reversed through the
income statement. Subsequent increases in the fair values of debt instruments classified as available-for-sale,
which can be objectively related to an event occurring after previous impairment losses have been
recognised in the income statement, are recorded in the income statement. Such reversals are then taken
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through the income statement only to the extent previous impairment losses have been taken through the
income statement.

Hedge accounting

Where there is a hedging relationship between a derivative instrument and a related item being hedged, the
hedging instrument is measured at fair value.

Where a derivative financial instrument hedges the exposure to variability in the cash flows of recognised
assets or liabilities, the effective part of any gain or loss on re-measurement of the hedging instrument is
recognised directly in equity. The ineffective part of any gain or loss is recognised in the income statement.

The gains or losses that are recognised in equity are transferred to the income statement in the same period
in which the hedged items affect the net profit and loss.

Repurchase Agreements

Securities and real estate loans subject to repurchase agreements are reclassified in the financial statements
as pledged assets when the transferee has the right by contract or custom to sell or repledge the collateral.
The counterparty liabilities have been classified as repurchase agreements.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash at banks and in hand and short-term deposits with an original
maturity of three months or less.

Restricted Cash

Restricted cash comprises margin account balances held by derivative counterparties as collateral for
forward foreign exchange contracts, as well as cash held by the trustees of CDO I, 11 and 111 securitisations
as a reserve for future trustee expenses. As such, these funds are not available for use by the Group.

Investment Properties

Investment properties comprise land and buildings. In accordance with IAS 40, property held to earn rentals
and/or for capital appreciation is categorised as investment property. Investment property is initially
recognised at cost, being the fair value of the consideration given. including real estate transfer taxes,
professional advisory fees and other acquisition costs. After initial recognition, investment properties are
measured at fair value, with unrealised gains and losses recognised in the consolidated income statement.

The value of investment properties incorporates five properties which are held by the Company under
finance or operating leases. An associated Jiability is recognised at an amount equal to the fair vajue of the
leased property or, if lower, the present value of the minimum lease payments, determined at the inception of
the lease.

Fair values for all investment properties have been determined by reference to the existing rental income and
operating expenses for each property and the current market conditions in each geographical market. Fair
values also incorporate current valuation assumptions which are considered reasonable and supportable by
willing and knowledgeable parties.

Real Estate Fund Units

Real estate fund units are recorded at fair value in the consolidated balance sheet. with any change in fair
value recognised in the consolidated income statement. The interest income is recognized in the income
statement as it accrues, taking into account the effective yield of the real estate fund units.

Deferred Financing Costs

Deferred financing costs represent costs associated with the issuance of financings and are amortised over
the term of such financing using the effective interest rate method.

Interest-Bearing Loans and Borrowings

All loans and borrowings, including the Company’s repurchase agreements, are initially recognised at fair

value. being the fair value of consideration received, net of transaction costs incwired. Borrowings are
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subsequently stated at amortised cost; any
redemption value is recognised in the incom
interest method.

Minority Interests

Minority interests represent interests held b

Revenue Recognition

difference between proceeds net of transaction costs and the
> statement over the period of the borrowings using the effective

vy outside parties in the Company’s consolidated subsidiaries.

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company

and the revenue can be reliably measured.

Interest income and expenses are recognised

in the income statement as they accrue, taking into account the

effective yield of the asset/liability or an applicable floating rate. Interest income and expense include the
amortisation of any discount or premium or other differences between the initial carrying amount of an

interest bearing instrument and its amount :

Rental income is recognised on an accruals

Income Tax

The Company is a Guemnsey, Channel Is

company's subsidiaries, EFL., CDO 1. CDO

at maturity calculated on an effective interest rate basis.

basis.

lands limited company and is not subject to taxation. The
1T, CDO 1II and CDO 1V are Irish registered companies and are

structured to qualify as securitisation companies under section 110 of the Taxes Consolidation Act 1997. Itis
envisaged that these companies will generéte minimal net income for Irish income tax purposes and no

provision for income taxes has been made

The Company’s German subsidiary compani

or these companies.

es, Longwave and Shortwave, are subject to German income tax

on income arising from its investment properties, after the deduction of allowable debt financing costs and
other allowable expenses. The taxation accrual for the nine months ended 30 September 2005 relates to these

subsidiaries.

The German subsidiaries Bastion GmbH &

Co KG and Belfry GmbH & Co KG are also subject to German

income tax on rental income net of interest and other expense deductions. No taxable income has been

generated in these entities and therefore
30 September 2005.

Foreign Currency Translation

The functional and presentation currency o

no tax accrual has been made for the nine months ended

f the Company and its subsidiaries is the euro. Transactions in

foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of the
transaction. Monetary assets and liabi]itieis denominated in foreign cumrencies are retranslated at the

functional currency rate of exchange rulin
consolidated income statement. Non-mone
foreign currency are translated using the ex
items measured at fair value in a foreign cu
the fair value was determined.

~
’

Share-Based Payments

Share-based payments are accounted for b
transitional provisions of IFRS 2, Share

<
=

g at the balance sheet date. All differences are taken to the
ary items that are measured in terms of historical cost in a
change rate as at the date of initial transaction. Non-monetary

rrency are translated using the exchange rates at the date when

ased on their fair value on grant date. In accordance with the
ased Payment the Company has restated the comparative

information by way of adjusting the opening balance of equity for earlier periods. The effect of the

transitional provisions is in compliance with 1AS 8, Accounting Policies, Changes in Accounting Estimates

and Errors.
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OTHER OPERATING EXPENSES

Unaudited
Three Months to
30 September

Unaudited
Nine Months to
30 September

Unaudited
Three Months to
30 September

Unaudited
Nine Months to
30 September

2005 2005 2004 2004

€000 €600 €060 €000

Professional fees 353 1,149 217 614
Management fees 1,088 2,537 729 1,370
Incentive fees 1,008 2,463 — —_—
Other 30 480 233 370
2,529 6,629 1,179 2,354

TAXATION EXPENSE

The taxation expense for the nine months ended 30 September 2005 relates to the Company’s German
subsidiary companies as described in Note 2. The tax charge on Longwave and Shortwave is based on
German tax on income arising from its investment properties, after the deduction of allowable debt financing
costs and other allowable expenses, and includes tax on the gain arising from the disposal of a property
during the period. Bastion and Belfry are subject to German income tax on rental income net of interest and
other expense deductions. No taxable income has been generated in these entities and therefore no tax
accrual has been made for the nine months ended 30 September 2005.

AVAILABLE-FOR-SALE SECURITIES

The following is a summary of the Company’s available-for-sale securities at 30 September 2005.

Weighted Average

Current Gross Unrealised
Face  Amortised Carrying S&P Maturity
Amount Cost Basis  Gains  Losses Value Rating  Coupon  Yield {Years)
€000 €000 €000 €000 €000
Portfolio 1
CMBS 161,781 161,671 1.992 (36) 163,627 BBB 3.95% 3.99% 345
Other ABS 230,319 230,706 2,955 (147) 233514 BBB+ 4.04% 4.07% 3.75
392,100 392,377 4,947 (183)  397.141  BBB+ 4.00% 4.04% 3.63
Portfolio 11
CMBS 132,185 132,009 578 476y 132,111 BBB 3.38% 3.63% 5.2}
Other ABS 145,198 145,541 509 (454) 145,396 BBB 3.54% 3.54% 517
277.383 277.550 1,087 (930) 277,707 BBB 3.56% 3.56% 5.19
Portfolio 111
CMBS 128,135 128,249 975 (163) 129,061 BBB- 4.20% 4.20% 478
Other ABS 152,913 152,715 1,267 (169) 153813 BBB+ 3.89% 4.08% 3.50
281,048 280,964 2,242 (332) 282.874 BBB 4.03% 4.14% 4.08
Portfolio 1V
CMBS 120,249 119,374 290 (58) 119,606 3.78% 3.99% 4.10
Other ABS 41,173 41,295 146 (116) 41.325 3.62% 352% 6.09
16]1.422 160.669 436 (174) 160,931 3.74% 387% 4.61
Total Portfelio 1,111,953 1111560 8712 (1,619) 1,118,653 BBB 3.86% 3.92% 4.27
Other Securities
CMBS 60,493 60.421 82 (105) 60,398 AA . 263% 2.78% 0.11
Other ABS — — —_ — — _ N — — —_
60,493 60,421 82 (105) 60,398 AA 2.63% 2.78% 0.11
1,172,446 1,171,981 8,794  (1.724) 1,179.051 BBB+ 3.80% 3.86% 4.06

Restricted Cash

Cash to be Invested 24,701
Total Asset Backed Securities

{including cash to be

invested) (unaudited) 1.203,752

CMBS — Commercial Mortgage Backed Securities

Other ABS — Other Asset Backed Securities
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The securities within Portfolio 1, 11 and 1l are encumbered by CDO securitisations (Note 10).

Asset backed securities, available for sale at fair value of €60.4 million have been pledged to third parties in
sale and repurchase agreements. In accordance with the revisions to IAS 39 Financial Instruments:
Recognition and Measurement, effective 1 January 2005, these securities have been reclassified as pledged
securities as follows:

Unaundited }
30 September 2005 31 December 2004
€000 ‘ €000
Asset backed securities, available for sale (ipcludes cash to be
invested) | 1,143,354 796,522
Asset backed securities pledged under repurchase agreements 60,398 467.962
Total asset backed securities 1,203,752 1,264,484

|
Cumulative net unrealised gains on availabfle for-sale-securities and hedge instruments recognised in the

statement of changes in equity were as fo]l(i)ws:

! Unaudited
| 30 September 2005 31 December 2004
! €000 €000
Unrealised gains on available-for-sale securiities 8,794 7,833
Unrealised losses on available-for-sale securities (1,724) (1,229)
Unrealised (loss)/gain on hedge instruments (Note 16) (5,976) 713
! 1,094 7,317
!
6 REAL ESTATE LOANS |
!
! Gross
Unrealised Weighted Average
Current  Amortised
Face Cost Carrying S&P Maturity
Amount Basis | Gains  Losses Value Rating Coupon  Yield (Years)
€000 €000 €000 €000 €000
Real estate loans 100,165 99,632 — — 99,632 * 5.66% 5.70% 4.03

* Included in real estate loans are loans with a total current face amount of €398 million and with an average rating of BB from
Standard and Poors.

Real estate loans with a carrying value 0§} €36.3 million have been pledged to third parties in sale and
repurchase agreements. In accordance with the revisions to IAS 39 Financial Instruments: Recognition and
Measurement, effective 1 January 2003. these loans have been reclassified as pledged assets as follows:

Unaudited
30 September 31 December
2005 2004
€000 €000
Real estate loans 63,328 21,938
Real estate loans pledged under repurchase agreements 36,304 -
Total real estate loans 99,632 21,938
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OTHER ASSETS

Unaudited
30 September 2005 31 December 2004
€000 €000
Interest receivable 12,210 7.800
Rent receivable 583 344
Deferred financing costs —_ 217
Prepaid expenses 396 227
Derivative assets 106 990
Unsettled security transactions 1,990 —
Fair value of total return swap (note 7.1) 428 —_
Collateral deposit — total return swap 8,066 —
Other assets 1,158 —
24,937 9,578

Deferred financing costs represented costs associated with the issuance of a collateralised debt obligation
and were offset against the proceeds of the issuance.

7.1 Total Return Swap

In August 2005, a subsidiary entered into a total return swap with a major investment bank, whereby it
receives the sum of all interest (at an average of Sterling LIBOR + 5.50% and any positive change in value
from a referenced term loan with an initial notional amount of £15 million, and pays interest (at Sterling
Overnight Interbank Average — “*SONIA’") on the notional amount plus any negative change in value
amounts from such loan. The contract has been recorded as a Derivative Asset and is treated as a trading
asset that is not designated as an Effective Hedging Instrument for accounting purposes and is therefore
marked to market through profit and loss. Under the contract, the subsidiary is required to post an initial
collateral deposit equivalent to 36.7% of the notional amount and additional margin may be payable in the
event of a decline in the referenced term loan.

REAL ESTATE FUND UNITS

In July 2003, the Company purchased an €184 million interest in 1,450 Class A real estate fund units backed
by a portfolio of 394 properties in Italy. The original term of the Lease Agreement is 9 years, automatically
renewable for a further 9 years, unless terminated by the Agenzia del! Demanio, with a 12 month prior
notice. The properties have a total occupancy of 100%.

€000

(unaudited)

At 30 September 2005 —
Purchase of real estate fund units 184,150
Less unit distribution (9,280)
Increase in fair value 7,122
At ] January 2005 181,992

INVESTMENT PROPERTIES

The table below shows the items aggregated under investment property in the consolidated balance sheet:

Land & Buildings Leasehold Property Total

€000 (unaudited)
At 1 January 2005 303,480 15,034 318514
Additions 79,542 — 79,542
Disposals 459) — (459)
Increase in fair value 389 56 445
At 30 Septernber 2005 382,952 15,090 398,042

The Company acquired 30 retail properties in the August and September 2005 at a cost of €79 million.
These assets are located mainly in medium sized regional towns in southern Germany and are 85% occupied

156




10

11

by national retailers on long term leases. The retail portfolio has a weighted average unexpired lease term of
10.9 years. The existing office portfolio cohsists of 96 office and banking hall assets located throughout
metropolitan and regional Germany, predominantly in western Germany. The office portfolio was acquired
from Deutsche Bank, which remains the largest tenant, occupying approximately 52% of the portfolio by
area.

1n accordance with 1AS 40, property held ro earn rentals and/or for capital appreciation is categorised as
investment property. After initial reCOgmtI]Ol] investment properties are measured at fair value, with
unrealised gains and losses recognised in the Consolidated Income Statement. Fair values for the properties
acquired during the period have been assesised by the company to be in line with the initial cost of the
properties including acquisition costs, and as such, no profit or loss arising from changes in value have been
brought to account in the current period. Thése values are supported by reference to comparable transactions

in the market.

Investment properties have been valued at fair value and are determined by reference to the existing rental
income and operating expenses for each property and the current market conditions in each geographical
market. These values are supported by an independent valuation.

The value of investment property incorporates five properties which are considered finance or operating
leases. As the Company has assumed substantially all the risks and rewards associated with these assets,

these have been treated as investment property under the 1AS 17 and 1AS 40. These properties have been

recognised at fair value in the same manne!r as freehold property. An associated liability representing the

present value of lease payments to the freehold owner has been included in the balance sheet.

During the quarter the Company disposed af a small parcel of land in the office portfolio to the occupying
tenant realising a profit on sale before tax of €0.7 million.

BONDS PAYABLE
CDO Bonds

As at 30 September 2005 (unaudited)

Current Weighted Weighted
Face Carrying Average Average
Amount Amount Cost of Maturity
Class Rating €000 €000 Financing (in years)
A, B and C Notes AAA/AA/A 872,257 863.055 2.70% 8.5
|
As at 31 December 2004
Current Weighted Weighted
Face Carrying Average Average
Amount Amount Cost of Maturity
Class Rating €000 €000 Financing (in years)
A and B Notes AAA/AA 351,000 347,877 2.78% 7.3

None of the CDO bonds are due to be repaid within one year of the balance sheet date.

BANK BORROWINGS

The bank borrowings comprises of:

Unaudited
30 September 31 December
2005 2004
€000 €000
Warehouse borrowing (Note 11.1) — 350,843
Term finance (Note 11.2) 592,067 244,006
Revolving credit facility (Note 11.3) — 14,000
Other short term financing (Note 11.4) 10,396 —
602,463 608.849




11.1 Warehouse Borrowings

In July 2004, through its subsidiaries CDO II and CDO 111, the Company exercised its option to purchase
securities under the securities portfolio contract for an aggregate purchase price of approximately
€77.5 million. The Company financed the purchase price through a revolving credit facility arrangement
with a major investment bank, whereby the securities purchased, along with subsequent securities acquired,
were financed and held in a custody account by the bank. The Company used this credit facility as a means
of accurnulating securities intended to be used in future securitisation transactions. The Company completed
the securitisation of CDO 11l on 28 April 2005 and the securitisation of CDO 11 on 5 May 2005. The
proceeds of the securitisation issues allowed the CDO 11 and CDO I1II warehouse borrowings to be repaid in
full during the period.

The terms of the credit facility provided for interest to be calculated with reference to floating rate
benchmarks (i.e. Euribor or Sterling Libor) plus 75 basis points.

11.2 Term Financing
Real Estate Debt

On 14 July 2005, the Company through Eurocastle CDO 1V PLC entered into a €400 million 3 year
extendable warehouse facility with a major UK bank in order to build and finance a portfolio of asset backed
securities and real estate related loans. The lender uses a rating agency CDO model to determine the level of
equity contribution the Company is required to make to support the portfolio from time to time. The facility
is secured over, inter afia, the collateral making up the portfolio. The margin payable to the lender depends
on the deemed rating levels of the portfolio as determined by the rating agency model. As at 30 September
2005, €169 million had been drawn under the facility at an interest rate of Euribor + 0.46% p.a.

Investment Properties

On 23 December 2004, in order to finance the acquisition of investment properties the Company’s
subsidiaries entered into a €246.5 million term loan facility with a major real estate lending bank. The
facility is secured in the customary manner for German real estate lending, granting security over, inter alia,
all the real estate purchased as well as over rental streams and bank accounts. The remaining term of the
facility is 7.8 years with final maturity in April 2013. The interest rate on the loan is Euribor + 1.18% p.a,
payable quarterly.

On 17 August 2003, in order to finance the Belfry Portfolio, the Company entered into a non-recourse
€56.2 million ten year loan facility. The facility is secured in the customary manner for German real estate
lending, granting security over, inter alia, the real estate purchased as well as rent receivables, bank accounts
and shares in the Borrower. The loan is a fixed rate loan at 10 year Euribor swap rate plus a margin of
1.40%, payable quarterly.

On 30 September 2003, in order to finance the Bastion Portfolio, the Company entered into a non-recourse
€26.5 million seven year loan facility. The facility is secured in the customary manner for German real estate
lending, granting security over, inter alia. the real estate purchased as well as rent receivables, bank accounts
and shares in the Borrower. The interest rate on the loan is Euribor + 1.20%, payable quarterly.

Real Estate Fund Units

On 22 July 2005, the Company entered into a non-recourse |3 year loan facility to finance its acquisition of
1,450 Class A Units in Fondo Immobili Pubblici. The facility is secured over, inter alia, the 1,450 Class A
Units, an assignment of receivables under the units, a pledge over bank accounts and over shares in the
Borrower. The interest rate on the loan is Euribor + 1.95%. payable semi-annually. On 21 October 2005, the
Company acquired a further 50 Class A Units through the same facility.

11.3 Revolving Credit Facility

In December 2004, the Company entered into a revolving €35 million credit facility with Deutsche Bank as
a means of securing access to temporary working capital. The facility is secured by receivables flowing from
CDO I, CDO 1I, CDO 1l and EFL and with security assignments of the Company’s rights under its
management agreement with Fortress Investment Group LLC. The facility contains a number of financial
covenants including a maximum leverage ratio and a minimum interest cover ratio. The interest rate on
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drawn amounts is Euribor + 2.5% p.a., while
to €50 million on 26 May 2005.
11.4 Other Short Term Financing

In May 2005, in order to finance the particip
Defense development in Paris, the Company

on undrawn amounts it is 0.5% p.a. The facility was increased

ation in a loan made to SC Karanis in connection with the Coeur
entered into a full recourse €11.3 million one year loan facility.

The facility is backed by a security assigm’nent over the financed asset. It also contains an obligation to
ensure that loan to value remains below 75%.The loan bears a rate of Euribor + 1.85%.

REPURCHASE AGREEMENTS

In 2004, the Company’s consolidated subs

idiary EFL entered into a master repurchase agreement with

certain major investment banks to finance thclz purchase of available-for-sale securities. The obligations under
those agreements are guaranteed by the Company. The terms of the repurchase agreements provide for
interest to be calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling Libor) which
reset or roll monthly or quarterly, with the corresponding security coupon payment dates, plus an applicable

spread.

The Company’s carrying amount and weigh
approximately €84.8 million and 2.60%. re

TRADE AND OTHER PAYABLES

Security deposit

Unsettled security purchases
Interest payable

Due to affiliates — Manager
Derivative liabilities

Finance & operating lease payable
Accrued expenses & other payables

EARNINGS PER SHARE

ted average financing cost of these repurchase agreements was
pectively at 30 September 2005.

Unaudited
30 September 31 December
2005 2004
€000 €000
5,086 5,000
41,435 254,051
3,900 2,283
2,814 237
5,976 -
2,886 2,925
8,240 2,391
70,337 266,887

Basic earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of shares of ordinary stock outstanding during the period.

Diluted earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of ordinary shares outstanding plus the additional dilutive effect of potential

ordinary shares during the period.

The Company’s potential ordinary shares during the period were the stock options issued under its share

option plan.

There have been no other transactions in
reporting date and before the completion o

The following is a reconciliation of the weig
basis.

the financial statements.

Weighted average number of ordinary shares, outstanding basic

Dilutive effect of ordinary share options

Weighted average number of ordinary share

s outstanding, diluted
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olving ordinary shares or potential ordinary shares since the

hted average number of ordinary shares outstanding on a diluted

Unaudited Unaudited
Nine Months Nine Months
Ended Ended

30 September 30 September
2005 2004
20,443,707 14,140,801
762.316 161,242
21,206,023 14,302,043
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SHARE CAPITAL AND RESERVES

The Company was registered in Guernsey on 8 August 2003 under the provisions of the Companies
(Guemsey) Law, 1994 (as amended). On 21 October 2003, the Company issued 118,576,700 shares at €1.00
each. Pursuant to a written resolution of the Company dated 18 June 2004 the Shareholders resolved to
receive one share for every ten shares previously held by them. In June 2004, through its initial public
offering, the Company received subscriptions for and issued 6,600,000 ordinary shares at a price of €12
each. At the same time, the Company issued 5,000 shares to Paolo Bassi and 1,000 shares to Keith Dorrian
in their capacity as Directors of the Company. The shares issued to the Directors were non-cash shares, and
were issued with nil proceeds. In April 2005 the Company issued a further 5,000 shares to Paolo Bassi and
1,000 to Keith Dorrian in their capacity as Directors of the company for nil proceeds. On 29 June 2005 the
Company made a second public offering and issued 5,740,000 ordinary shares at a price of €17.25 each.
After issue costs, the secondary offering raised €95 million for the Company.

Under the Company’s Articles of Association, the Directors have the authority to affect the issuance of
additional ordinary shares or to create new classes of shares as they deem necessary.

Other Reserves

Other reserves represent the fair value of share options at the grant date. granted to the Manager in
December 2003, June 2004 and June 2005.

HEDGE ACCOUNTING — CASH FLOW HEDGES OF INTEREST RATE RISK

The Company’s policy is to hedge its exposure to interest rates and foreign currencies on a case-by-case
basis. Hedge accounting is only applied to cash flow hedges of interest rate risk exposures. Interest rate
swaps under which the Company pays a fixed rate and receives a floating rate have been used to hedge the
interest rate risk on floating rate long-term bank borrowing.

The gain or loss on measurement of the fair value of the interest rate swaps has been recognised in the
statement of changes in equity to the extent that the swaps are effective.

The details of interest rate swaps entered into by the Company are as follows:

Investment Property:

Unaudited
30 September 31 December
2005 2004
€000 €000
Nominal amount 210,000 210,000
Pay rate 3.47% 3.47%
Receive rate 3 Month Euribor 3 Month Euribor
Remaining life 7.6 years 8.3 years
Fair value of swaps (liabilities)/assets (4,835) 713
Real Estate Fund Units:
Unauvdited
30 September 31 December
2008 2004
€000 €000
Nominal amount 117,813 —
Pay rate 3.45% —
Receive rate 3 Month Euribor —_
Remaining life 11.3 years —
Fair value of swaps liabilities (1.141) —

SHARE OPTION PLAN

In December 2003, the Company (with the approval of the Board of Directors and pursuant to the
confidential information memorandum dated August 2003) adopted a nonqualified share option plan (the
“Company Option Plan’") for officers, Directors, employees, consultants and advisors, including the
Manager. In December 2003, for the purpose of compensating the Manager for its successful efforts in
raising capital for the Company, the Manager was granted options representing the right to acquire
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1,185,767 ordinary shares at an exercise pric

e of €10 per share {number of shares and exercise price adjusted

for share consolidation). The fair value of the options at the date of grant was €0.2 million and was estimated

by reference to an option pricing model.

In June 2004 following the IPO, the Manage

r was granted an additional 660,000 options at an exercise price

of €12 per share. The fair value of the additional options at the date of grant was €0.2 million and was also

estimated by reference to an option pricing n

Manager was granted an additional 574,000
of the additional options at the date of gran

nodel. In June 2005 following the secondary public offering, the
options at an exercise price of €17.25 per share. The fair value
was €0.6 million. The Manager’s options represent an amount

equal to 10% of the ordinary shares issued by the Company. The options granted to the Manager were fully
vested on the date of grant and expire ten years from the date of issuance.

The fair value at the date of grant of optim?s granted to the Manager has been offset against the proceeds
from issuance of ordinary shares as the graim of options is a cost of capital.

DIVIDENDS PAID & DECLARED

Paid during the 9 months ended 30 Septem
Equity dividends on ordinary shares:

Fourth quarter dividend for 2004: €0.33 (2
First quarter dividend for 2005: €0.33 (200
Second quarter dividend for 2005: €0.35 (2

Unaudited
Nine Months
Eunded

30 September
2005

€600

ber 2005: 18,652

03: nil)
4: nil)
004: nil)

6,093
6,095
6,464

18,652

Third quarter dividend declared on 20 Octaber 2005:

€0.37 (2004: nil)

8,958




PRO-FORMA FINANCIAL INFORMATION

PART XII

The following unaudited pro-forma financial information is provided to show the effect of the Dresdner
Acquisition on the assets, liabilities and eamings of the Company. It has been prepared by making adjustments to
the unaudited results for the nine month period ended 30 September 2005. This pro-forma financial information
has been prepared for illustrative purposes only and, because of its nature, it addresses a hypothetical situation
and therefore does not represent the Company’s actual financial position or results. The unaudited pro-forma
financial information is compiled on the basis set out below and in accordance with IFRS as set out in the

Accountants’ Report below.

Eurocastle Investment Limited and Subsidiaries

Consolidated Balance Sheet

Assets
Cash and Cash Equivalents. .. ..
Restricted Cash ..............
Asset backed securities,
available-for-sale (includes
cash to be invested).........
Asset backed securities, .......
Real estate loans .............
Real estate loans pledged under
repurchase agreements ... ...
Real estate fund units . ...... ..
Investment property...........
Other Assets ................

Total assets ...............

Equity and Liabilities
Capital and Reserves

Issued capital, no par value,
unlimited number of shares
authorised, 24,209,670 shares
issued and outstanding at 30
September 2005.......... ..
Net unrealised gain on

available-for-sale securities

Hedging reserve............
Accumulated profit .........
Other reserves .............

Total equity ...............

Minority Interests ...........
Liabilities

CDO bonds payable ..........
Bank borrowings . ............
Repurchase agreements. .. .....
Taxation payable . ............
Trade and other payables ... ...

Total liabilities. ............
Total equity and liabilities . ..

Adjustments
for Proceeds of

Reviewed the Offer and  Adjustments for Adjustments Unaudited
30 September  Fortress Funds’ Dresdner for Other pro-forma
2005 investment” Acquisition™ Acquisitions'"' balance sheet
€000 €000 €000 €000 €000
17,500 489,375 (444 375) 62,500
1.879 1,879
1,143,354 183,260 1,326,614
60,398 65,576 125,974
63,328 29,608 92,936
36,304 (36,304) 0
181,992 181,992
398,042 1,974,364 101,052 2,473,458
24,937 5,000 29,937
1,927,734 489,375 1,534,989 343,192 4,295.290
286,814 500,000 786,814
7.070 7,070
(5,976) (5,976)
17,309 17,309
1,020 1,020
306237 500,000 0 0 806.237
2 2
863.055 114,665 977720
602,463 (10,625) 1,534,989 209,696 2,336,523
84,763 18,831 103,594
877 877
70,337 70,337
1,621,495 (10,625) 1,534,989 343,192 3,489,051
1.927,734 489,375 1,534,589 343,192 4,295,290
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Notes:

(1} Extracted without material adjustment from the unaudited results for the nine month period ended 30 September 2005.

(2) The proceeds of the Offer (excluding Shares whi

ch may be issued pursuant to the Over-allotment Option) and of the Fortress

Funds’ investment are estimated to be approximately €489.4 million after adjusting for costs of the offer of €10.6 million as

described in Part VI of this Prospectus.

(3) The Dresdner Acquisition is expected to complete in February 2006 (see Part TII of this Prospectus). The Dresdner Acquisition
will be financed by a combination of external debt and equity. See “recent developments™ in Part T of this Prospectus. These

adjustments reflect the valuation of the investmen
Porttolio set out in Part XIII of this Prospectus.

properties which is contained in the valuation report relating to the Dresdner

(4) Other acquisitions represent other assets acquired by the Company in the period since 30 September 2005. These have been

financed through a combination of CDOs, bank
valuation of such assets which is contained in th
Prospectus and {rom the Company’s management

borrowings and under repurchase agreements. These adjustments reflect the
e valuation reports relating to the Truss Portfolio set out in Part XHI of this
accounts with respect to the other assets.
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& Ermst & Young LLP
1 More London Place
london SE1 2AF

The Directors

Eurocastle Investment Limited

Sutte 6

Borough House

Rue du Pré

St. Peter Port

Guernsey GY1 3RH 30 January 2006

Dear Sirs

Eurocastle Investment Limited (the “Company”)

We report on the pro forma financial information (the “pro-forma financial information’) set out in Part X1l of
the Prospectus dated 30 January 2006, which has been prepared on the basis described in the explanatory notes,
for illustrative purposes only, to provide information about how the Offer, the Fortress Funds’ investment, the
Dresdner Acquisition and other acquisitions might have affected the financial information presented on the basis
of the accounting policies adopted by the Company in preparing the financial statements for the nine month
period ended 30 September 2005. This report is required by paragraph 20.2 of Annex I of the Prospectus Rules
and is given for the purpose of complying with that paragraph and for no other purpose.

Responsibilities

It is the responsibility of the directors of the Company to prepare the pro-forma financial information in
accordance with item 20.2 of Annex I of the Prospectus Rules.

It is our responsibility to form an opinion, as required by paragraph 7 of Annex II of the Prospectus Regulation,
as to the proper compilation of the pro-forma financial information and to report that opinion to you.

In providing this opinion we are not updating or refreshing any reports or opinions previously made by us on any
financial information used in the compilation of the pro-forma financial information, nor do we accept
responsibility for such reports or opinions beyond that owed to those to whom those reports or opinions were
addressed by us at the dates of their issue.

Basis of opinion

We conducted our work in accordance with Standards for Investment Reporting issued by the Auditing Practices
Board in the United Kingdom. The work that we performed for the purpose of making this report, which involved
no independent examination of any of the underlying financial information, consisted primarily of comparing the
unadjusted financial information with the source documents, considering the evidence supporting the adjustments
and discussing the pro-forma financial information with the directors of the Company.

We planned and performed our work so as to obtain the information and explanations we considered necessary in
order to provide us with reasonable assurance that the pro-forma financial information has been properly
compiled on the basis stated and that such basis is consistent with the accounting policies of the Company.

Our work has not been carried out in accordance with auditing or other standards and practices generally
accepted in the United States of America and accordingly shouid not be relied upon as if it had been cairied out
in accordance with those standards and practices.

Opinion

In our opinion:

(a)  the pro-forma financial information has been properly compiled on the basis stated; and
(b)  such basis is consistent with the accounting policies of the Company.
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Declaration

For the purposes of Prospectus Rule 5.5.3R(2)(f) we are responsible for this report as part of the Prospectus and
declare that we have taken all reasonable care to ensure that the information contained in this report is, to the best
of our knowledge, in accordance with the facts and contains no omission likely to affect its import. This
declaration is included in the Prospectus in compliance with item 1.2 of Annex I of the Prospectus Regulation.

Yours faithfully

Ernst & Young LLP
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PART XTI

VALUATION REPORTS FOR DIRECT REAL ESTATE INVESTMENTS
Part I Valvation Report relating to the Deutsche Bank Portfolio
Part II: Valuation Report relating to the Belfry Portfolio
Part III: Valuation Report relating to the Bastion Portfolio
Part 1V: Valuation Report relating to the Truss Portfolio

Part V: Valuation Report relating to the Dresdner Portfolio




Part I: Valuation Report relating to the Deutsche Bank Portfolio

Estimate of Market Value
in accordance with the definition and guidance

as settled by the Royal Institution of Chartered Surveyors

of

The Direct Investment Portfolio:
110 Property Portfolio, Multiple Locations, G

Effective Dates of Appraisal

Valuation date
Date of completion of this report:

Clients

Eurocastle Investment Limited
Arnold House

St. Julian’s Avenue

St. Peter Port

Guernsey GY1 3NF

Morgan Stanley & Co. International Limited
25 Cabot Square Canary Wharf Floor 05
London, E14 4QA

Deutsche Bank AG
Winchester House

1 Great Winchester Street
London EC2N 2DB

Prepared by

Cushman & Wakefield Healey & Baker
Chartered Surveyors

Westhafenplatz 6

60327 Frankfurt am Main

Date of Issue

15 June 2005

Signed Copy No. -/-

1 Instructions

1.1 In accordance with instructions recei
23 May 2005, we have prepared valu

ermany

31 May 2005
8 June 2005

ed from Eurocastle Investment Limited (the “Company™) on
ations for the freehold and heritable building rights properties

listed in the attached Schedule (the “Properties™). We have inspected the Properties and made relevant
enquiries (subject to the provisions set out in section 8.7 below) in order to provide our opinion of
Market Value (as detailed below) of tllde Properties as at 31 May 2005 (the “Valuation Date™) subject
to and with the benefit of various occi:upational leases.

1.2 This Valuation Report has been prepaired for the purpose of inclusion in the Listing Particulars to be

published by the Company (the “Listi
ordinary shares by the Company (th

ng Particulars™) in connection with the proposed global offer of
c “Global Offer”) and admission of the Company’s ordinary

shares to the Official List and to trading on the London Stock Exchange’s market for listed securities

("*Admission™).

167




The Properties

2.1

2.2

The Properties we have valued are listed in the Schedule attached to this Valuation Report
(Appendix 1).

The subject portfolio comprises 110 properties in total, 90.0% of which are German equivalent
treehold title (99 assets), 1.8% part German equivalent frechold and part short heritable building rights
(2 assets, less than 50 years unexpired), 4.6% condominium (part) ownership (5 assets), 1.8% short
hereditable building rights (2 assets) and 1.8% heritable building rights (2 assets).

Basis of Valuation

3.1

3.2

Our valuations have been carried out in accordance with The Royal Institution of Chartered
Surveyors® (RICS) Appraisal and Valuation Standards (5th Edition), (the “Red Book™), and in
accordance with the relevant provisions of Chapter 18 of the current Listing Rules. They have been
undertaken by External Valuers, as defined in the Red Book.

In accordance with the UK Listing Authority’s current Listing Rules we have prepared our valuations
in accordance with the RICS Appraisal and Valuation Manual (Red Book), our valuations have been
prepared on the basis of Market Value, which is defined as follows:

“The estimated amount for which a property should exchange on the daie of valuation between a
willing buyer and a willing seller in an arm’s-length transaction after proper marketing wherein the
parties had each acted knowledgeably, prudently and without compulsion”.

Valuations

4.1

4.2
43
4.4

On the bases outlined in this Valuation Report, we are of the opinion that the Market Value of each
Property as at 31 May 2005, subject to and with the benefit of the various occupational leases or
agreements to lease in accordance with German property market conventions or otherwise with vacant
possession, is as stated against that Property in the Schedule.

Our valuations are exclusive of any VAT.
The aggregate of the Market Values of the Properties as at 31 May 2005 is €316,565,000.

The Market Values are subdivided between 93.7% German equivalent freehold title, 2.2% part
German equivalent freehold and part short heritable building rights (less than 50 years unexpired),
1.7% condominium (part) ownership, 1.3% short heritable building rights and 1.2% long heritable
building rights.

Special Assumptions

We have made the following special assumption in accordance with our instructions:

The leases over the Properties will benefit from a 75% tenant renewal rate.

Net Annual Rent Receivable

6.]

6.2

In the Schedule, we set out our estimates of the annual rent currently reflecting the sum of the
contractually agreed rental payments receivable from the Properties as at 31 May 2005. In providing
these estimates, we define “Net Annual Rent Receivable™ as ““the current income or income estimated
by the valuer:

* ignoring any special receipts or deductions arising from the Property;

* excluding Value Added Tax and before taxation (including tax on profits and any allowances for
interest on capital or loans); and

¢ after making deductions for superior rents (but not for amortisation), and any disbursements
including, if appropriate, expenses of managing the Property and allowances to maintain it in a
condition to command its rent.

In accordance with German market conventions the Properties are not let on effective full repairing
and insuring leases in accordance with UK market conventions and as such the net annual rent
receivable reflects an appropriate allowance for disbursements.
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7  Estimated Net Annual Rent

7.1

7.2

8 Assumptions and Sources of Information

The Schedule sets out our opinion of the current Estimated Net Annual Rent, which is our opinion of
the best rent at which a letting of the Property would have been completed at the Valuation Date

assuming:

¢ a willing landlord:

+ that, prior to the Valuation Date, there had been a reasonable period (having regard to the nature of
the Property and the state of the market) for the proper marketing of the interest, for the agreement

of the rent and other letting term

o that the state of the market, levels

and for the completion of the letting;

of values and other circumstances were, on any earlier assumed

date of entering into an agreement for lease, the same as on the Valuation Date;

* that no account is taken of any an}iditiona] bid by a prospective tenant with a special interest;

* that the length of term and principlal conditions assumed to apply to the letting and the other lease
terms are not exceptionally onerous or beneficial for a letting of the type and class of Property: and

* that both parties to the transaction had acted knowledgeably, prudently and without compulsion.

In the Schedule, we have stated the
passing and any contracted fixed ren
levels, which are commonly referred
vacant or where we have assumed the
not be renewed, we have estimate

current Estimated Net Annual Rent, ignoring the present rent
t increases. Where a Property is let, we have estimated rental
to as “‘net effective rents’”, and where a Property is currently
exercise of a break clause or that an existing lease at expiry will
d rental levels adopting paragraph 7.1(e) above, which are

commonly referred to as “headline rents”. In all cases, we have considered the Properties in their
current specification and assuming goiod repair and condition or have made such deductions in respect
of necessary maintenance and refurbishment as assumed in the calculation.

Except where we were informed otherwise or were aware from our investigations, we have made the

following assumptions in accordance with

8.1

Floor Areas

8.2

Plant and Machinery

8.3

8.4

Our instructions:

We accept as being accurate and complete the information provided to us by the Company, its agents
and its legal advisers relating to items such as tenure, tenancies, tenants’ improvements, areas and all
other relevant matters. Save for |Properties 106 (Gronau), 404 (Dortmund), 510 (Kassel),
902 (Bergisch-Gladbach), 1209 (Kelmpten), 1218 (Wurzburg) (as more particularly described in
Appendix 1), we have assumed that the Properties possess good marketable titles free from any
unusual encumbrances, restrictions or obligations.

We have not measured all the Properties but have relied on floor area information produced by the
client as being accurate and complete and in accordance with German industry standards.

Where appropriate to the type of Progerty, landlords” plant and machinery such as lifts, escalators, air
conditioning and other normal servi;ce installations have been treated as an integral part of each
Property and are included within our, valuations. Process plant and machinery, tenants’ fixtures and

specialist trade fittings have been exc}‘luded from our valuations.

No specialist tests have been carried| out on any of the service systems and, for the purpose of our
valuations, we have assumed that, except to the extent (if any) disclosed to us, all are in good working
order and in compliance with any relevant statute, by-law or regulation.

Environmental Investigations, Ground C;onditions and High Voltage Apparatus

85

We have assumed that, except to thf:l extent (if any) disclosed to us, there are no abnormal ground
conditions, nor archaeological remains present, which might adversely affect the present or future

occupation, development or value of'any of the Properties.
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8.6

We are informed that high voltage supply apparatus exists within, or in close proximity to some of the
Properties. If required, technical information can be obtained from the local authority in so far as
measurements have been completed. Public perception that higher than normal electromagnetic fields
may affect health could adversely affect future marketability and value. We do not believe the market
would make a discount to reflect these matters, and therefore in our valuations we have made no
allowance for them.

Inspections

8.7

We have recently inspected each of the Properties. These inspections took place between December
2004 and February 2005. In accordance with our instructions for the purpose of this valuation we have
performed no additional inspections on the basis that we have recently completed a previous valuation
of the Properties based on site visits made to all the Properties the last of which took place on
17 February 2005.

Building Structure

8.8

We have assumed that, except to the extent (if any) disclosed to us, there are no structural issues that
would affect our valuation. We have assumed that, except to the extent (if any) disclosed to us, no
currently known deleterious or hazardous materials or suspect techniques have been used in the
construction of the Properties.

Town Planning and Statutory Requirements

8.9
8.10

8.11

8.12

We have not made town planning enguiries.

We have assumed that, except to the extent (if any) disclosed to us, all relevant planning consents exist
for the Properties and their respective present or proposed uses.

We have assumed that, except to the extent (if any) disclosed to us, all buildings currently comply, or
on completion will comply, with all statutory and local authority requirements including building, fire
and health and safety regulations.

We have assumed that, except to the extent (if any) disclosed to us, where original planning consents
have been granted which are subject to planning agreements that these have been complied with and
any payments due under these agreements have been made.’

Tenure and Tenancies

8.13

8.14

We have considered the Land Register extracts as summarised by the legal due diligence reports
provided to us and confirm as follows:

* where we have relied upon information provided to us by the Company, the managing agents,
lawyers, building surveyors and all other relevant contacts for information, that such information is
not inconsistent with the excerpts from the Land Registry in the form provided;

* we have assumed that, save as may be disclosed by the excerpts from the Land Registry, the
Properties possess good marketable titles free from any unusual encumbrances, restrictions or

obligations: and
¢ we have assumed that, save as may be disclosed by the excerpts from the Land Registry, nothing

would be revealed by any local search or replies to usual conveyance enquiries of Title of the
Company which would materially adversely affect the Market Value of the Properties.

No account has been taken of any mortgages, debentures or other security which may now or in the
tuture exist over any of the Properties.

Third Party Covenants

.15

We have not conducted credit enquiries into the financial status of any of the tenants or other parties.
However, in undertaking our valuations we have reflected our understanding of the market’s
perception of the financial status of those parties. We have also assumed that, except to the extent (if
any) disclosed to us, each party is capable of meeting its lease obligations and there are no material
undisclosed breaches of covenant.
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10

11

Yours faithfully

(Signature)
Martin J. Briithl BSc (Hons) FRICS

Managing Partner Germany

For and on behalf of
Cushman Wakefield Healy and Baker

Repairing Obligations

8.16 We have assumed that all occupationa

1 leases are drawn up according to German market conventions

whereby some repairing obligations remain the responsibility of the landlord.

Independence

We expect to carry out regular valuations of the Properties. The total fees, including the fee for this
assignment, earned by ourselves (or other companies forming part of the same group of companies within

Germany) from the addressees (or other co
than 5% of the respective companies’ total

Options and Directors’ Dealings

mpanies forming part of the same group of companies) is less
German revenues.

We are not aware of any contractual arrangement or options in the form referred to at paragraph 18.10(j) of
the Listing Rules. We are also not aware of any directors’ dealings in the form referred to at

paragraph 18.10() of the Listing Rules.

Responsibility

Neither the whole nor any part of this Valu

ation Report nor any reference thereto may be included in any

other published document, circular or statement, nor published in any way without our written approval of

the form and context in which it is to appe

|
ar.

(Signature)
Iain A, Coombs MA MRICS

Partner
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